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ABSTRACT

Since January 1, 2002, unifornmed service nenbers have
been able to set aside a portion of their incone into a
t ax-sheltered, defined contribution plan. This study
anal yzed the | evel of understandi ng and perception that
mlitary nmenbers have concerning the UNISERV TSP. It also
assessed the training, education, and awareness levels in
the areas of personal finance and federal incone tax
incentives related to retirenent savings vehi cl es.

A 35-question witten questionnaire was adm ni stered
to 189 mlitary nmenbers from 43 conmands i n Navy Region
Sout hwest. The study reveal ed that the | evel of training
received to date is inadequate and insufficient for Navy
personnel to nmake educated and i nforned decisions regarding
retirenment savings in general, including the UNI SERV TSP
(p <.01). Related conclusions revealed that a non-
mat chi ng UNI SERV TSP has no neasurable effect on retention
or recruitnment and a nmatching program coul d i nprove the
contribution rate by 200 percent.

The predom nate recomendation is for senior
| eadership to increase their conm tnent and resources
toward training all Navy personnel on the nechanics and
long- termbenefits of the UNI SERV TSP and retirenent

savi ngs.
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| . 1 NTRODUCTI ON

A. PURPCSE

Thi s study anal yzed the Uniformed Services Thrift
Savings Plan (UNISERV TSP) primarily in terns of |evel of
under st andi ng and participation decisions of a cross-
section of 189 Navy service nenbers. The research revi ewed
the mlitary retirenent benefits and retirenent
conpensati on packages, as well as various retirenent
savi ngs prograns available to mlitary nmenbers. The study
al so assessed training and education |evels of service
menbers in general areas of personal finance and incone tax
incentives related to retirenent savings vehicles. The
study anal yzed the “best value” of tax-incentivized

retirement savings prograns available to mlitary nmenbers.

B. BACKGROUND

On Cctober 30, 2000, President Cinton signed the
Fl oyd D. Spence National Defense Authorization Act for
Fi scal Year 2001 (Public Law 106-398). One provision of
the | aw extended participation in the Thrift Savings Pl an
(TSP) for Federal civilian enployees to nenbers of the
uni formed services. Using the authorization given the DOD
in this Act, the Departnent of the Navy took an active |ead
in inplenmentation.

The TSP is a retirenent saving and investnent plan
t hat has been available to civilian enpl oyees of the
Federal Governnent since 1987. The purpose of the TSP is

1



to provide retirenent incone. It offers participants the
sane type of savings and tax benefits that many private
corporations offer their enployees under so-called “401(k)
plans.” The TSP all ows participants to save a portion of
their pay in a special retirenent account adm nistered by
the Federal Retirenment Thrift |Investnent Board. The noney
that participants invest in the TSP conmes from pre-tax
dol l ars and reduces their current taxable incone;
investnments and their earnings are not taxed until they are
wi t hdr awn.

The law is challenging to inplenment. The

aut hori zation gives perm ssion for an Act, but does not
provi de the funding required for inplenentation, and as
wth many of the line itens of the 2001 Authorization Act
there was no acconpanyi ng Appropriation Act funding. The
current civil service TSP has approximately 2.5 mllion
menbers and a mat chi ng nunber of unifornmed service nenbers
could potentially join the programin the future years as
the program matures to becone a routine part of mlitary

menbers’ investnent deci sions.

C. SCOPE AND LI M TATI ONS

This study specifically analyzes United States Navy
active duty nmenbers’ education, training, understanding,
know edge base, and intentions regarding the UNI SERV TSP
and other retirement savings prograns. The study was
formul ated to assess the Navy’'s TSP initial training
programand its personnel’s overall understanding of
personal financial issues regarding retirenent savings.

First, aspects of the mlitary conpensation and the
2



retirement system are described, foll owed by a description
of the defined benefit and contribution prograns avail abl e
to mlitary personnel. A 35-question, witten
guestionnaire was admnistered to mlitary personnel in the
Conmander, Naval Regi on Sout hwest area. The sanple

popul ation of 189 military nenbers surveyed was constituted
to resenble as closely as practical the conposition of the
overall Navy. An analysis was al so conducted on several
popul ar retirenment savings prograns to assess which
prograns possess the greatest potential for the mlitary
investor. The information cut-off date for data collection

and analysis was limted to 31 January, 2002.

As with nost survey data a standard limtation is the
assunption that respondents are conpl etely honest when
answering questions. An individual assunption is that
respondents understand the content of the questions. The
study excludes the varying state inconme tax regul ations on
defined contribution plans and focuses solely on federal

i ncone tax regul ations.

D. RESEARCH QUESTI ONS

1. Primary Research Questi ons:

> How effective is the UNISERV TSP to the Navy in
terms of the follow ng factors: val ue-added and
per cei ved i nportance; perceived fairness;

recruitnment and retention i ncentives?



» Do a majority of Navy personnel possess an
adequat e | evel of know edge, training, and
understanding in the area of taxes and
i nvestnents to nmake educated and i nforned

deci si ons concerning retirenent savings prograns?

2. Suppl enmental Research Questi ons:

> What is the general participation rate of Navy

personnel in various retirement savings prograns?

» Do Navy personnel feel they have sufficient
di sposabl e i ncone to contribute toward

retirenment?

> |s the UNI SERV TSP conpetitive with the various

| RA prograns? Under what conditions?

» Wuld a matching TSP substantially inprove

program enrol | ment ?

> Are SRB/Bonus eligible sailors willing to
exchange part of their bonuses in order to

recei ve matching TSP contri butions?

» Do Navy personnel feel matching TSP contributions
for critical ratings and a non-matching TSP for

non-critical ratings is fair?



E. METHODOLOGY

The net hodol ogy used in this thesis consists of the
fol | ow ng:
1. Aliterature review was conducted on books,
magazi ne articles, internet sites, other library
resources, and Departnent of Labor and

Congr essi onal Budget O fice reports.

2. Sem -structured interviews were conducted with 63
enlisted, officer and civilian personnel to
devel op i nsight and gui dance into the formation

of the questionnaire.

3. Afield questionnaire was devel oped and
adm ni stered to a sanple group of enlisted,
of ficer, and reserve comunities to determ ne
t heir education, training and understandi ng of
the UNI SERV TSP, and tax effects on various

retirenent savings prograns.

4. A spreadsheet nodel was devel op and anal yzed to
conpare the popular tax deferred retirenent

savings prograns available to mlitary nenbers.

5. Astatistical review of active duty mlitary
per sonnel was conducted to determ ne enroll nment
denogr aphi cs, participation |levels, and

participation percentages in the UN SERV TSP.



F. ORGAN ZATI ON OF STUDY

Chapter | - Introduction and Background, identifies

t he purpose of the study and provi des an overal

outline and background of the thesis.

Chapter Il - Mlitary Conpensation, includes a

l[iterature review of various aspects of mlitary
conpensation provided to active duty mlitary menbers

today, e.g. pay, allowances, and retirenent.

Chapter Il - Retirenment Savings, is a review of

federal inconme tax guidelines and retirenent savings

prograns available to mlitary nenbers today.

Chapter IV — Methodol ogy, Data, Analysis, explains the

nmet hodol ogy of the 35-question, witten questionnaire,

and shows results of the data coll ect ed.

Chapter V - UNISERV TSP / | RA Conparison, provides a

detail ed conparison of the various Individual

Retirement Arrangenents and the Uniformed Service
Thrift Savings Plan in a spreadsheet analysis of

several typical investnent scenari os.

Chapter VI - Summary, Conclusion, and Reconmendati ons,

anal yzes the findings fromthe research, and provides
concl usi ons and recomendati ons on ways to inprove the
UNI SERV TSP program Recomended areas for future
study are al so presented.

6



G BENEFI TS OF STUDY

This thesis resulted in several noteworthy concl usions
about the extent to which service nenbers understand and
make decisions on the TSP in particular, and on retirenent
in general. It analyzes service nenber perceptions about
the TSP and di scusses possible inpacts for the Departnent
of the Navy Ofice of MIlitary Conpensati on and Policy
(N130), the Commander of Naval Education and Training, and
the United States Navy Personnel Command. |t assesses
| evel s of understanding, training, education, and desires
of Navy personnel regarding the UNI SERV TSP for the DON
The overall benefit may be to assist decision nmakers in
increasing efforts to ensure service nenbers both
understand their retirenment options, and actively

participate in retirenent planning.
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1. M LI TARY COVPENSATI ON

A. | NTRODUCTI ON

The United States Departnent of Defense and Congress
have di scussed, debated and battled with the various issues
of mlitary pay and conpensation for as long as the systens
have existed. The principals behind mlitary pay and
conpensation play a major role in the national security of
the United States by assisting to recruit, retain, and
notivate uniformed service nenbers of the arnmed forces.
Quality of Life (QOL) issues are an inportant part of a
mlitary nmenber’s career decision in the arnmed forces. The
fundanment al s behi nd the successes and fail ures of
recruitment and retention prograns often find their basis

in the areas of mlitary pay and conpensati on.

In 1973, the United States officially ended t he system
of drafting civilian personnel to serve in the mlitary.
Since 1973, the arned forces have relied upon an all-
vol unteer force. This change placed the mlitary in the
unfam |iar arena of conpeting with the civilian sector for
limted manpower requirenents. Conpetition for talented
young peopl e conti nues unabated, and often hinges on pay

and conpensati on.

The United States mlitary has been and will nost
likely continue to be the single | argest enployer in the
United States. To remain conpetitive, the mlitary nust
continually provide a conpensation program comensurate
with the civilian sector. Although many mlitary nmenbers
join the arnmed services for reasons other than nonetary

9



gain a rational perspective dictates that the mlitary mnust
provide a fair and conpetitive nonetary conpensation
programto recruit, retain and notivate quality |abor from

the civilian sector.

This chapter addresses key aspects of mlitary pay and
conpensation principles relevant to its history. The
chapter al so breaks down the pay structure into three
primary conponents form ng today’s current conpensation
systemthat service nenbers are entitled to during active
duty. It describes the retirenent systemand its
vari ations that have been debated and nodified over time.
Topics include: the current structure of mlitary pay; pre-
retirenment and separation entitlenments; retirement systens;

a GAOreview of the mlitary retirenent system and “pay

gap" .
mlitary conpensation was founded and operates are

Initially, the six underlying principals under which

expl ai ned.

1. Underlying Principals

Si x underlying principles formthe concept ual
framewor k around whi ch the conpensation system nust perform
and can be adjusted to. These principles presented and
briefly explained below are fromthe MIlitary Conpensati on
Background Papers (DOD, 1991), revised by the Seventh
Quadrenni al Review of MIlitary Conpensation (DoD, 1992):

Effective in peace and war. The conpensation
system nust allow for the snoboth transition of
active, reserve, and retired forces from

peacetime to nobilization status. The system

10



al so nust be designed to acconmpdate the rapid
expansi on and contraction of forces resulting
form changes in national security posture.

Equi tabl e and efficient. The conpensation system
must be perceived to be equitable by the nenber
and efficient by the taxpayer. It nust
sufficiently reward the nenber over a lifetine,
taki ng into account the exigencies of the

service. At the sane tinme, it nust assure the

t axpayer that neither nore nor |less is being
spent than required for a bal anced, effective
force.

Fl exi bl e and conpetitive. The conpensation
system nmust provide the flexibility necessary to
sustain skill and force m x objectives; to
conpete with the private sector under changing
mar ket condition; and to deal with revised
manpower goals that result from changes in

m ssi on, technol ogy, or tactics.

Motivational. The conpensation system nust
encourage productivity and reward advancenent.
Because the mlitary is a closed personnel system
whose nenbers perform highly specialized tasks,

t he conpensati on system nust adequately recognize
t he val ue added by experience to force
nobi | i zati on and readi ness.

Predi ctable. The conpensation system to renmain
attractive over tinme, nust generally provide the
l[ifetime renmuneration prom sed at the outset of a
menber’s career. Predictability entails both
system design at a given tinme and policy
comm t ment over tine.

Under st andabl e. The conpensati on system shoul d
be as easy to understand as possible to foster
nati onal support and menber commitnent. It is
i nportant for nmenbers to appreciate how the
el enents interact to guarantee consi stent
remuneration to bal ance the uni que hardshi ps
attendant upon mlitary service. [Ref. 1:p. 117-
118]
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Questions and chal |l enges ari se concerning efficient
conpensation fromthe taxpayer’s point-of-view and
equitable and fair conmpensation fromthe mlitary nmenber’s
poi nt-of-view. Taxpayers require varying |evels of
nati onal defense to neet national security threats, while
mlitary nmenbers require conpensati on packages necessary
for both blue, and white-collar lifestyles.

2. Mlitary Conpensation System Defi ned

The mlitary conpensation systemis “mde up of a
conpl ex patchwork of active-duty pays and al |l owances, and
retired pay.” [Ref. 2:p. 5] Sone authors and mlitary pay
experts address pay and conpensation as two separate
entities that parallel each other. For the purposes of
this thesis we consider pay as a conponent under the total

conpensati on unbrell a.

Benefits nust also be included in the total
conpensati on package as they play a major role in the
entire mlitary conpensation program UN SERV TSP is a new
and added benefit to the total mlitary conpensation
package that allowed mlitary nmenbers to enroll after
Cctober 9, 2001 with payroll deductions that started
January 2002. The primary focus of our analysis
concentrates on the nonetary aspect of the UNI SERV TSP
programin specific, and the mlitary conpensati on package
in general. Oher mlitary benefits such as nedical,
dental, conmm ssary and exchange privileges wll not change
or adjust due to the addition or nodification of UN SERV
TSP. Therefore, benefits other than the UN SERV TSP
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program are beyond the scope of this study and will not be

di scussed.

3. Background

The majority of an active duty, mlitary nenber’s
nonet ary conpensation is provided via three separate
categories: basic pay, allowances, and special and
incentive pays. The nain category of pay constitutes
approxi mately 75 percent of active-duty cash conpensati on.
The second | argest category of conpensation consists of
al l omances for housing and food; this category makes up
approximately 19 percent of active-duty cash conpensati on.
The third category contains the nmany el ements of
conpensation that depend on individual circunmstances, such
as occupation and assignment, and nake up approxi mately six
percent of active-duty cash conpensation. Exanples of this
category woul d include enlistnment and reenlistnment bonuses,
sea pay, flight pay, and submarine pay. [Ref. 2:p. 5-6]

Figure 2.1 illustrates the “average” percentage of pay
by category if all mlitary nmenbers qualified equally for
all three categories. These percentages vary somewhat
depending on a variety of factors; nenbers who live in high
cost housing areas, for exanple, would have a hi gher
percentage of their conpensation fromthe Allowance section
and a | ower percentage fromthe Basic Pay section. Wile
menbers in | ow cost housing areas woul d have the opposite
effect. A menber who qualifies for a reenlistnment bonus
and is assigned to a submarine, for exanple, would have a

much hi gher percentage in the Special and Incentive Pay

13



category than that of the average nenber of six percent,
which is shown in Figure 2.1.

Cat egory Per cent
Basi c Pay 75
Al | owances 19
Speci al and Incentive Pay 06
TOTAL 100

Figure 2.1 Percentage of Pay by Source for the Average Mlitary
Menber

The category of Special and Incentive Pays is what
makes mlitary conpensation conplex and difficult to
conpare against the civilian sector. Later in this
chapter, we discuss a nore “valid way” to conpare wages
between the mlitary and civilian sector by exam ning
Regular Mlitary Conpensation (RM).

Basic pay is the principal elenment of mlitary
conpensation but it is not truly conparable to civilian
sal aries. “Reasonabl e conparisons can be nmade, however, to
Regular Mlitary Conpensation (RMC) which is the sum of
basi ¢ pay, quarters allowance (either cash or in kind),
subsi stence al |l owance (either cash or in kind), and the
Federal tax advantage accruing to all owances because they
are not subject to Federal incone tax.” [Ref. 3:p. 1]
Not e that special and incentive pays are not included in
RMC since all sailors do not qualify to receive these
entitlenments.

G ven the RMC definition, a possible fourth category
| abel ed “tax advantage” could be added to Figure 2.1 above.

The 19 percent anmount shown in the “all owance” row of the
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sanme figure provides an idea of the tax advantage anount
that mlitary nenbers receive, on average. The tax

advant ages “level the playing field” for mlitary nenbers
[iving in high cost housing areas; these sane nenbers are
not penalized through the higher paynent of taxes conpared
to nmenbers in | ower cost housing areas since the

entitlenment is tax free.

Retirement pay is a major elenent of conpensation
second only in size to that of active-duty basic pay. The
mlitary retirement systemis uni que when conpared to the
civilian sector because the mlitary systemrequires 20
years of service to becone entitled to any retirenent
benefits (exception to special circunstances pertaining to
medi cal retirenent and early retirenent prograns
occasionally used during force downsizing). Separating
mlitary menbers prior to 20 years of service who join the
reserves can acquire the required nunber of reserve credits
to begin receiving reserve retirenent pay. “ln contrast,
private-sector plans, which nust conformw th the 1986
nodi fications to the Enpl oyee Retirenent |nconme Security
Act (ERISA), nust generally vest workers after five years
or, if they use a graduated-vesting nethod, after seven
years.” [Ref. 2:p. 6]

The mlitary currently has three retirenent systens in
pl ace, which vary in entitlenent according to which year a
menber initially entered active service. These systens are
classified as “Final Pay”, “Hi -3”, and “CSB/ Redux.” The
three retirement systemcal culations will be presented and

di scussed in detail later in this chapter. First,
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addi ti onal aspects of the current structure of mlitary pay

structure are discussed.

B. CURRENT STRUCTURE OF M LI TARY PAY

1. Pay

a. Basic Pay

Basic pay is the | argest conponent of the
mlitary conpensation systemand is a key factor upon which
the retirenent pay systemis centered. Basic pay is
provided to an officer or an enlisted nenber according to
rank and | ongevity or years of service (YOS) and is
revi ewed and adj usted annually by Congress during the
budgeting process for the appropriations bill using the
Bureau of Labor Statistics Enploynent Cost Index (ECI) as a
guide. [Ref: 4:p. 1] Mlitary basic pay is a taxable
entitlenment at the federal level and in nmany states
depending on mlitary exenptions. Mlitary nenbers are
able to contribute up to 7 percent of their Basic Pay into
t he new UNI SERV TSP for year 2002 up to the limts
established by the Internal Revenue Code.

b. Special Pay

Special pay is provided in a variety of forns and
is offered to service nenbers perform ng specific
assignnents, operating at specific duty stations, or in
specific regions. Pays such as Bonuses, Dental and Medi cal
O ficer Pay, Foreign Duty Pay, Career Sea Pay, Hostile Fire

16



Pay, Foreign Language Proficiency Pay, Diving Duty Pay, and
Avi ation Continuation Pay are exanples of Special Pay.

Special Pay is a taxable entitlenment that is not
offered to all service nenbers and fluctuates between
service nmenbers during their careers according to
gqualification requirenments and is therefore difficult to
consi der when conparing the mlitary nenber to the civilian
sector. [Ref. 5:Part 1] Mlitary nenbers are able to
contribute fromone to 100 percent of any special pay to
the new UNI SERV TSP programup to the limts established by
the Internal Revenue Code as |ong as they are contributing

at | east one percent of their basic pay.

Significant changes to sea pay, one of the
speci al pays nentioned above, went into effect Cctober 1,
2001; nore than 111,000 sailors and officers got new,
hi gher rates. Twenty five thousand non-rated sail ors and
officers, with less than three years’ of sea duty on ships,
are now receiving this entitlenment that would not normally
have been entitled before the change. The sea pay hikes
will cost $150 million in FY 2002, but are the first hikes
in enlisted sea pay in 13 years. [Ref. 6:p. 13]

The Navy pays bonuses to nmenbers in critica

skill occupation areas to help convince sailors to continue
service. Bonuses cone in a variety of fornms with the nost
common being the Enlistnent and Reenlistnment Bonuses. This
Sel ective Reenlistnment Bonus (SRB) progranmis title alone
refers to its limted scope of entitlenent. As nentioned
above, bonuses and the SRB in specific are categorized as
special pay. SRBs are provided to enlisted nenbers who

reenlist under provisions of 37 U.S.C. 308. The services
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allot differing anounts of their budget for the SRB
retention tool. A nenber entitled to receive an SRB has
taxes normally withheld at the 28 percent tax rate and then
rei nbursed if applicable upon year’s end when the nenber

files his/her tax return with the Internal Revenue Servi ce.

SRB has a proven history of being a powerful and
flexible retention tool, although the idea of a nenber
| osing approximately one third of the bonus to taxes has
al ways been a sore spot with entitled nenbers. [Ref.
5:Part 1] The Navy’' s SRB budget for fiscal year (FY) 2001
was approximately $167 mllion. Due to higher than
expected reenlistnent rates, the Navy requested an
additional $26 mllion to run FY 2001 SRB spending to $193
mllion. A fresh $165 million is budgeted again for FY
2002, which will probably run short also. The Navy re-
enlisted over 37,000 total sailors in FY 2001, 16, 000 of
these sailors were SRB eligible. This equates to al nost a

60 percent re-enlistnment rate. [Ref. 7:p. 14]

c. Incentive Pay

I ncentive pay is simlar to special pay and cones
in avariety of forms and is only offered to service
menbers perform ng specific assignnents or operating at
specific duty stations. Pays such as Flying Duty Pay,
Operational Submarine Duty Pay, Parachute Pay, Flight Deck
Pay, Denolition and Experinental Stress Pay are exanpl es of
I ncentive Pay. Incentive Pay is a taxable entitlenent that
is not offered to all service menbers and fl uctuates
bet ween service nenbers during their careers and fromnonth
to nmonth according to qualification requirenents. G ven
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t he inconsistency of receipt of incentive pay it is also
difficult to consider when conparing the mlitary nenber to

the civilian sector. [Ref. 8:Part 2]

MIlitary menbers are able to contribute from one
to 100 percent of any incentive pay to the new UNI SERV TSP
programup to the limts established by the Internal
Revenue Code as long as they are contributing at |east one

percent of their basic pay.

2. Al'l owances

Al | owances are a non-taxable entitlenent provided to
mlitary nmenbers and cone in a variety of formats dependant
on specific requirenents for qualification and entitl enent.
[Ref. 9:Part 3] Receipt of allowances is commobn anpbngst
mlitary nmenbers with housing and food as the nost popul ar,
but NO portion of this category can be contributed toward
t he new UNI SERV TSP program

a. Basic Allowance for Housing

Basi ¢ Al l owance for Housing (BAH) is a cash
entitlenment offered to nost service nenbers not provided
government famly or bachel or housing and is conprised of
t he conbi nati on of Basic Al owance for Quarters (BAQ and
Vari abl e Housi ng Al l owance (VHA). Governnent furnished
fam |y housing or bachelor housing is offered, if
available, to nost mlitary nenbers as an “in-kind”
entitlement. BAH is a variable nonetary anmount dependi ng
on the service nenber’s duty station or |ocation of
dependents and whet her or not he or she has qualified
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dependents. BAH is an anount of noney prescribed and
[imted by law, which an officer or an enlisted nenber
receives to pay for quarters not provided, by the
government. BAH conprises a majority of the allowances a
service nmenber receives in total dollars and is typically
not an entitlenent offered by the private sector to its
enpl oyees al though this amount is routinely rolled into the
total salary. [Ref. 9:Part 3] Since BAH is an all owance
and not taxable; it is not available for contribution into
UNI SERV TSP.

b. Basic All owance for Subsi stence

Basi ¢ Al |l owance for Subsistence (BAS) is a cash
al | onance, by | aw payable to officers at all tines, to help
rei mburse themfor the expense of subsisting thensel ves.

For enlisted personnel, the BAS cash all owance is payabl e
when rations in kind are not avail able; when permtted to
rati on separately; or when assigned to duty under energency
condi tions where no nessing facilities of the United States
are available. [Ref. 9:Part 3] Although the total dollar
anount of BAS does not play a significant role in the

nont hly gross conpensation offered to mlitary nmenbers it
shoul d be consi dered when nmaki ng conparisons to the civil
sector. BAS like all other allowances is a non-taxable
entitlement and is not available to contribute into UNI SERV
TSP. Mlitary nmenbers may qualify for other allowances,
such as Fam |y Separation Allowance (FSA) and/or C othing

Al | owances, but they are small and will not be presented.
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C. PRE- RETI REMENT SEPARTI ON ENTI TLEMENTS

1. Voluntary Separation

Service nmenbers who voluntarily separate frommlitary
servi ce upon conpletion of an obligation or enlistnment with
| ess than 20 years of total service are currently not
entitled to any nonetary separation fromthe governnent
despite the length of service provided. Unlike nmenbers of
the private sector who fall under the Enpl oyee Retirenent
| ncone Security Act of 1974 (ERISA), the mlitary has no
retirenment programfor nenbers who separate prior to
retirement. The UNISERV TSP programis the Departnent of

Def ense’s answer to fill this void for the mlitary menber.

ERISA is a federal |law that sets m ni num standards for
pension plans in private industry. |If a private sector
enpl oyer mai ntains a pension plan, ERI SA specifies when the
enpl oyee nmust be allowed to beconme a participant, how | ong
t he enpl oyee nust work before he/she has a non-forfeitable
interest in a pension, and other sim/lar requirenents
mandated by law. [Ref. 10:p. 1]

ERI SA does not require any enployer to establish a
pension plan. It only requires enployers who establish such
plans to neet certain mninmum standards. The | aw does not
speci fy how nmuch noney a participant nust be paid as a
benefit and therefore is not a flaw ess system despite

regul ati ons and mandates. [Ref. 10:p. 1]

2. Involuntary Separation

| nvol untary separation pay, also known as separation

pay (non-disability), is the only programthat currently
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provi des sone type of nonetary conpensation fromthe
governnent to service nenbers who separate prior to
retirement eligibility without a nedical disability.
Menmbers who are separating for nedical disabilities receive
early retirenents and ot her nonetary conpensations but fal
in a special category of eligibility and will not be

di scussed in this thesis.

a. Full Separation Pay

Ful | paynent of non-disability separation pay is
authorized to nmlitary service nenbers of the regular and
reserve conponents who have been involuntarily separated
fromactive duty and who have net each of the follow ng
four specific conditions. The first condition consists of
nmeeting criteria for active mlitary service and conpletion
of at l|east 6 years, but |less than 20 years of active
service. The second condition consists of the nenber’s
separation characterized as “honorabl e” and w t hout
conditions. The third condition consist of the nenber
bei ng separated involuntarily through either the denial of
reenlistrment or the denial of continuation on active duty
but is fully qualified for retention but denied
reenlistrment or continuation or under a reduction in force
(RIF). The fourth and final condition consist of the
separating nenber having to enter into a witten agreenent
with the mlitary service concerned to serve in the Ready
Reserve of a Reserve Conponent of the Arned Forces for a
m ni mum peri od of 3 years followi ng the separation from
active duty. [Ref. 11:Sec. 350201]
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b. Hal f Separation Pay

Hal f Separation Pay is half paynment of non-
disability separation pay and is authorized to mlitary
service nenbers of the Regul ar and Reserve conponents who
have been involuntarily separated fromactive duty and who
have net each of the following four criteria. The first
condition consists of neeting criteria for active mlitary
service and conpletion of at |east 6 years, but |ess than
20 years of active service. The second condition consists
of the menber’ s separation being characterized as
“honorabl e” and without conditions. The third condition
consi sts of the nmenber separated involuntarily by the
mlitary service concerned through either the denial of
reenlistnment or the denial of continuation on active duty
under specific conditions. These conditions include the
foll owi ng: expiration of service obligation, selected
changes in service obligation, convenience of the
governnment, honosexuality, drug or al cohol abuse
rehabilitation failure, security, or weight control
failure. The fourth condition consists of the nmenber
having entered into a witten agreenent with the mlitary
service concerned to serve in the Ready Reserve for a
m ni mum period of 3 years. [Ref. 11:Sec. 350801]

The Services have l[imtations on eligibility for
both the Full and Half Separation Pay prograns for eligible
nmenbers to ensure that they have been fully conpliant with
the services in all regards and their separation is at the

choosi ng of the governnent vice the nenber.

Full Separation Pay is conputed at 10 percent of
12 tinmes the anount of nonthly basic pay to which the
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service nenber is entitled at the tine of separation from
active duty, tines the active service tinme as conputed in

t he Departnment of Defense Financial Managenent Regul ations
Vol unme 7A. Half Separation Pay is conputed at 50 percent
of what the full separation pay woul d have been. Al
separation pays are received | ess the amount of federal
incone tax withheld at the flat rate for federal incone tax
wi t hhol ding, as in effect pursuant to regul ations

prescri bed under Chapter 24 of the Internal Revenue Code.

[ Ref. 11: Sec. 350204]

Formul as for Full Separation Pay and Hal f

Separation Pay are provided bel ow as Figure 2. 2.

FULL SEPARATI ON PAY

.10(12 * nonthly basic pay * active duty tine)

HALF SEPARATI ON PAY

(.50) * .10(12 * nonthly basic pay * active duty tine)

Figure 2.2 Formulas for Full and Half Separation Pay
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D. RETI REMENT SYSTEM

1. Past Studies and Adjustnments of Mlitary Retirenent

The 20-year mlitary retirenent system has been in
exi stence for nearly 80 years, but it was not until 1947
that a comon retirenent system was adopted for both
officers and enlisted personnel. Prior to the end of Wrld
War |1, the Arny and the Navy had different rules and
regul ati ons that were inconsistent for officer and enlisted
retirement eligibility. [Ref. 2:p. 28]

Soon after the common retirenent systemwas unified by
several pieces of legislation in 1946 and 1947, the Joint
Arny- Navy Pay Board and the 1948 Advi sory Comm ssion on
Service Pay (known as the Hook Conmm ssion) severely
criticized it. Both the Joint Pay Board and t he Hook
Comm ssi on thought that the 20-year retirenment system was
too short and favored retirenment paynents only to personne
who conpl eted 30 years of service. They did propose an
al  owance exception for retirenent paynents to officers
over 60 years of age and enlisted over 50 years of age who
retire with 20 or nore years of service (YOS). [Ref. 2:p
28]

The primary issue with the Joint Pay Board was its
concern with the apparent unfairness of a systemthat
i nvol ved such del ayed vesting aspects. The 20-year
retirenment system was accused of benefiting but a few at
t he expense of many; service nenbers with | ess than 20 YOS
wal ked away with nothing. To correct this discrepancy the
Joi nt Pay Board recommended that the system be

contributory: “Menber contributions were to be invested in
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a fund that would pay interest, and those who left prior to
conpl etion of YOS 10 would receive their accunul at ed
contributions and interest.” [Ref. 2:p. 29] None of the
Hook Commi ssion’s or the Joint Pay Board s recommendati ons
concerning retired pay were enacted, but nuch of the
contributory ideas of 1947 | ook remarkably simlar to the
UNI SERV TSP that is in place today. O her aspects of
retirement pay that the studies proposed invol ved

i nvol untary separation pay and cash severance pay. [Ref.
2:p. 29]

It was not until 22 years later, in 1969, that the
first Quadrennial Review of MIlitary Conpensation (QRMC)
provi ded the next formal review of the retirenent system
It may have been this | ong 22-year gap and sensitive issues
over mlitary success in Vietnamthat pushed Congress to
enact a law that requires DOD to formally convene a QRMC

every four years to review mlitary conpensation

2. Current System

The current mlitary retirenment system dates back to
1947, when Congress inplenented a cormon system for the
mlitary services and for officers and enlisted personnel
ali ke. Although the basic foundation of the retirenent
system has not changed, nodifications were made in 1981 and
1986 which have resulted in three systens now in effect for
active duty mlitary personnel depending on their entry
base date.

The foundation of the system provides an i medi ate

monthly annuity for life to those nenbers who conpl ete at
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| east 20 years of active duty service, but no benefits to
t hose who separate with |l ess than 20 years (unless the
active duty nenber transfers to the reserve and uses
hi s/ her active duty tinme toward reserve retirenent). [Ref.
12: p. 1] The three current retirenent systens that are
avai lable to active duty mlitary nenbers today are known
as “High One”, “Hi gh Three” and “CSB/ Redux.”

a. High One

MIlitary nenbers who entered the service prior to
fiscal year 1981 are in a retirenment program known as “High
One.” These personnel receive retired pay according to the

following formula, as shown in Figure 2.3:

.025 * YO5 * final basic pay (where Y5 denotes Years of Service)

Fgure 2.3 Formula for Hgh One Retirenent System

This fornmula is structured such that 20-year
retirees receive 50 percent of final basic pay and 30-year
retirees receive 75 percent. This systemis fully indexed
for inflation. [Ref. 12:p. 1] WMathematically the “High
One” is the highest paying retirenent option available to
those mlitary nenbers who qualify (pay entry base date of
Decenber 31, 1980 or earlier), since it is based on the
hi ghest basic pay received vice an average and is fully

adj usted for inflation.
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b. Hi gh Three

Mlitary menbers who entered the service between
fiscal years 1981 and 1986 are in a retirenment program
known as “High Three.” These personnel receive retired pay
according to the following fornula in Figure 2.4,

.025 * YO5 * individual’s high three years’ average basic pay

Figure 2.4 Fornula for Hgh Three Retirenent System

This systemis fully indexed for inflation.
[Ref. 12:p. 1] Although the H gh Three option does not pay
out as high a rate as conpared to the H gh One option, it
pays out a significantly higher rate as conpared to the
“original Redux prograni that was mandated in FY 1987.
This original Redux program was nodified and adj usted
upward to include a bonus paynment and is now call ed

CSB/ Redux as presented bel ow.

c. CSB/ Redux

MIlitary nenbers who entered mlitary service
after July 31, 1986 are in a retirenment program know as
“CSB/ Redux.” This retirenent programgot its name from The
Mlitary Retirenment Reform Act (MRAA) of 1986, which
i npl enented several inportant changes to the retirenent
system and the nodification to this programthat occurred
in 1999. These changes were included in the FY2000
Congressi onal DOD Aut horization and Appropriation Acts.

The applicable nenbers will be given a choice of retirenent

plans at their 15'" year of service. There are two options:
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1. Elect to receive the pre-1986 retirenent system
(Hi gh-3 system) or

2. Elect to receive a one-tine |unp sum Career
St at us Bonus (CSB) and have | ength-of service
retired pay conputed under the post-1986
retirement system ( REDUX) .

Those nenbers who chose option nunber (1) at the
15 year point receive all the programentitlenents of the
“H gh 3" programlisted above when they becone retirenent
eligible and nust neet the sanme years of service
requi renents to receive the sane retirenment pay as the
“H gh 3" nenbers. [Ref. 13:p. 1]

Those nenbers who chose option nunber (2) under
t he CSB/ REDUX option receive a $30,000 Career Status Bonus
(CSB) at the 15'" year of active duty service. The CSB
provi des current cash for investing, ngjor purchases, or
setting up a business after retirenent. The REDUX portion
of the retirenment pay is conputed using the follow ng

annuity forrmula in Figure 2.5.

[.40 + .035 * (YOB — 20)] * high-3 average basic pay, for the
years between separation and age 62, at which tinme pay reverts

to .025 * YC5 * high-3 average basic pay

Figure 2.5 Fornula for CSB/ Redux Retirenent System
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Consequently, retired pay during the transition
between mlitary service and full retirenment ranges between
40 percent of high three years’ average basic pay at YOS 20
and 75 percent of high three years’ basic pay at YOS 30.
Second, rather than indexing retired pay for inflation; the
annual cost-of-living adjustnment (COLA) between separation
and age 62 is 1 percent |ess than the percentage growh in
t he Consunmer Price Index (CPl). At age 62, retired pay is
then fully adjusted for the CPl growth since separation.
Thereafter, it again increases according to the CPI-m nus-
1-percent rule. The 1986 reforns thus changed the system
by (1) reducing the anount received at YOS 20, (2) raising
the growmh in retired pay for each year served after YOS
20, and (3) reducing the real value of the stream of
retired pay in an inflationary environnent. [Ref. 12:p. 1]
Tabl e 2.1 bel ow shows a conpari son of CSB/ Redux and the
High Three retirenent percentages made avail able to nenbers

for varying years of service.

Years of Service 20 22 24 26 28 30

REDUX 40%| 47%| 54%| 61%| 68%| 75%

Hi gh-3 50%| 55%| 60%| 65%| 70%| 75%

Table 2.1 Retirenent Percentages of CSB/ Redux and H gh Three

According to Navy Tinmes article dated June 4,
2001, officials expect that 40 percent of eligible mlitary
menbers will accept the CSB/ Redux option of the retirenent

systemwi th the remai ning 60 percent of eligible mlitary
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nmenbers reverting to the “H gh Three” option. [Ref. 14:p.
32]
GAO Review of the Military Retirement System
$45,000 77| 190
$40,000 -
$35,000 1 | THEMYTH:
- | Half RMC Py
% $30,000 |
<E( $25,000 - Current Laws
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£ $15,000 -
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$0 - =
RMC BasicPay Fina High3 MRRA  MRRA Half
Salary Basic (1980) 1986  AtAge6l RMC
Pay
From [Ref. 3:p. 2]

Figure 2.6 Percentage of Regul ar
the Three D fferent

Mlitary Conpensation Payable in

Retirenent Systens

Basic pay is the only el ement upon which retired

pay is conputed and entitl enent
1991,

percent as large as outlays for

DoD s retired-pay accrual

I n Novenber of 1996,
Ofice (GAO,
retirenent costs, the rol es of

shapi ng and nmanagi ng U. S.

changes in the existing mlitary retirenent system

in report B-275254,

f or ces,

is determned. “In FY
charge was $16 billion, 43
basic pay.” [Ref. 2:p. 6]
t he General Accounting

examined mlitary
mlitary retirenment in
but did not recomrend any

Fi gure

2.6 above illustrates the dollar anobunt and percentage

| evel s of the follow ng:
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out levels of the three retirenment systens (“MRRA At Age
61" bar is the adjustnent that takes place within the
CSB/ Redux retirenent system, and the nyth that the
mlitary actually pays 50 percent of RMC

The GAO report went on to conpare the different
anounts avail able for the various government groups bel ow
in Table 2.2 (reproduced fromthe GAO Report). “The GAO
Report denonstrates that the mlitary retirenment systemis
not as generous as one mght expect. The reference to
footnote “a” of Table 2.2 indicates that the cost of the
mlitary retirement systemis an average of 24 percent of
RMC for the three mlitary retirenent systens.” [Ref. 3:p.
2] This average will decrease as a greater percentage of
mlitary retirees nove fromthe ‘H gh One” to the “Hi gh
Three” and eventually to the “CSB/ Redux” retirenent

program
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Percent of pay ®

Retirement Plan From employer From employees Tot al
Average Military 333 0 333
Pre-1980 39.3 0 39.3
1980-86 35.0 0 35.0
Post-1986 29.7 0 29.7
FERS without TSP 114 0.8 12.2
FERS protective service without TSP 24.3 13 25.6
FERS with TSP 153 6.8 22.1
FERS protective service with TSP ® 28.2 7.3 355

Note: All employees pay social security taxes of 6.2 percent on the first $62,700 of earnings, and
their employers make matching contributions

#Normal costs for the military retirement systems are shown as a percent of basic pay. Since basic
pay averages about 72 percent of regular military compensation, normal cost as a percent of regular
military compensation is lower than the percentage shown, averaging, for example, about 24 percent
for the three military retirement systems.

® These figures assume the same TSP participation rate asthe average for all FERS
employees

Source: GAO Report NSIAD-97-17, Nov. 15, 1996 From [Ref. 15;p. 1]

Table 2.2 Qosts of Selected Retirenent Systens as a Percent of Pay

received by the FERS “protective service” enployees with
TSP.

(1995)
Conpare the 22.1 percent with the 35.5 percent

Conclusions fromthe tabl e suggest that the

retirement systens for hazardous sectors of enpl oynent

shoul d be relatively higher,

costs in the “protective service” enployees. [Ref. 3:p.

Principal findings of the GAO Report are as

foll ows:

The retirement system is wdely viewed as a
substantial influence on the broad shape of the
force. Wth its conbination of 20-year vesting
and the paynent of an inmmediate annuity at any
age after 20 years of service, the system is
designed to foster a relatively young force and
ensure a flow of experienced personnel through
encouraging those wth 20 or nore years of
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service to retire. The system generally serves

as a very strong retention tool, pul i ng
personnel after a certain career point to stay at
| east 20 years. It has thus been valuable as a

force stabilizer. [Ref. 3:p. 3]

E. “PAY GAP"

MIlitary advocates argue that nenbers of the arned
servi ces should receive pay that is conparable with the
private sector. Many advocates contend that 1982 was the
| ast year in which mlitary and civilian sector pay was
conparable. This “pay gap” began as mlitary nenbers’
col | ege education |l evel began to increase and insufficient
funding to maintain cost of |iving adjustnents took hold.
[Ref . 16:p. 1]

In 1993, during the dinton Adm nistration, in an
effort to reduce overall defense expenditures, a series of
caps were placed on mlitary pay increases despite an
al nost 12 percent gap in wage growh that had devel oped
during the previous decade.

An early 2001 quality-of-life panel forned by Defense
Secretary Donal d Runsfel d di scovered fresh evidence to
support the existence of a “pay gap” between mlitary and
private-sector wages. The study, which was perfornmed under
contract by the RAND think tank, found that “enlisted
troops with eight to 20 years of service consistently are
pai d about $5,000 a year less than civilians with simlar
educati on and experience.” [Ref. 17:p. 10]

In a June 21, 2001 letter fromRep. John P. Murtha, D-

Pa., to Defense Secretary Donald Runsfeld, Murtha wote, “a
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| arge across-the-board raise is certainly justified. The
entire mlitary is suffering froma pay gap conpared to the
private sector, and all deserve a substantial raise, not
just those who are in specialties or paygrades where there
are special problens.” [Ref. 18:p. 14]

The average pay raise of 6.8 percent in 2002 “woul d
shrink the gap between mlitary and private-sector pay from
the current 10.9 percent to about 7.7 percent.” [Ref.
19:p. 18] The Enploynent Cost Index (ECI) fromthe
Departnment of Labor (DOL) over FY2001 was 4.1 percent.

[ Ref 10:p. 1] The 2.7 percent approxi mate increase over
the ECI shows that current |egislators recognize the need
for parity between mlitary and private sector pay to

mai ntain a viable fighting force in today’ s all vol unteer
structure. Exanples such as this “pay gap” concern play a
maj or role in discussions, ideas, debates and politica
canpai gn i ssues with nmenbers of Congress and the Oval
Ofice.
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|11, RETI REMENT SAVI NGS

A. | NTRODUCTI ON

There are a nunber of retirenent benefits and savi ngs
vehi cl es that public and private-sector enployees qualify
for dependi ng upon their enployer’s conpensati on package.
This chapter discusses two separate categories of
retirenment benefits and savings vehicles: pension plans,
and individual retirement arrangenents (I RA). These two
broad categories are subdivided into a range of popul ar
retirenment benefits and savings plans avail able for
enpl oyees today. The features of each are distinct in a

variety of areas, the nost inportant being tax treatnent.

Upon reaching a particular age or conpleting a certain
nunber of years for an enployer, or a conbination of both,
wor kers qualify for retirenent benefit paynents or
withdrawals fromtheir retirenment accounts, or both.

Wor kers have nmul ti ple options and conbi nations available to
them The particul ar nunber of options depends upon an
enpl oyee’ s retirement conpensati on package offered by the
enpl oyer and upon the enpl oyee’s choi ce of opening and
contributing to an individual retirenment account. A
contribution to an I RA invol ves an enpl oyee setting-up an

i ndi vi dual arrangenent or account with a financi al
institution under certain rules laid out by the Internal
Revenue Code, and does not directly involve the enployer.
An individual nmust use earned incone from wages, salaries,

tips, etc. to contribute to an IRA. Spousal |IRAs are an
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exception to the wage rules and are discussed later in this

chapter.

Defi ned Benefit Plans, Defined Contribution Plans
i ncludi ng 401(k) plans, Traditional I RAs, and Roth I RAs are
retirement benefit programs or retirenent savings vehicles
that provide retirenent incone. These plans and vehicles
vary to a great extent in qualifications necessary to
participate, calculations to conpute paynent anounts,
portability aspects, and tax inplications. The Uniforned
Service Thrift Savings Plan (UNI SERV TSP) - the heart of
this thesis - is a non-matching programthat falls under
the Defined Contribution Plan category and is simlar to
the private-sector 401(k) plan

I n Chapter V a nodel is presented conparing the “after
tax return” on the UNISERV TSP and the Roth IRA.  The
conpari son includes tax assunptions (several different tax
rates at which the nenber contributes and w t hdraws),
different ages at which the individual starts and stops
contributions, differing anounts of contribution, and a

constant rate of return for each exanple.

Retirenment benefits and savi ngs vehicles geared toward
smal | businesses and the self-enployed are beyond the scope
of this thesis and will not be discussed. Exanples of
these include Sinplified Enpl oyee Pension Plans (SEPs),
Keogh Pl ans, and Savings |Incentive Match Plan for Enpl oyees
of Small Enpl oyers (SIMPLE plans). Additionally, an area
of pension plans that cover profit sharing will not be
di scussed since it is not applicable to governnment prograns

and federal enployees.
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Thi s chapter explains differences between the
mlitarily relevant retirenment benefit prograns and savi ngs
vehi cl es nentioned above and how they fit into the overal
mlitary conpensation package. The conparison between the
UNI SERV TSP and the Roth IRA in Chapter V provides a
snapshot conpari son concerning the nost attractive

financial vehicle under a variety of assunptions.

B. BACKGROUND

A confortable retirenent is primarily an individua
responsibility. A gold watch and a snmall nonthly stipend
were typical retirement benefits provided by |arge
corporations in the years follow ng massive

industrialization in the late 1800s into the 1900s.

Prior to the 1870s, private-sector plans did not
exist, primarily because nost conpanies were small fam|ly-
run enterprises. In 1875, the American Express Conpany
established the first private pension plan in the United
States. O her large corporations |like Standard G| of New
Jersey, U S. Steel Corporation, Ceneral Electric, American
Tel ephone and Tel egraph, Goodyear Tire and Rubber Co.,

Bet hl ehem Steel Co., American Can Co., and Eastnman Kodak
Co. established pension plans between 1903 and 1929. [ Ref.
20:p. 1]

Due primarily to | abor union gromh and other factors,
the U S. governnent began regulating these private and
i nformal pension arrangenents. Regul ation provi ded added

protection fromcorruption and ensured funds were set aside
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for the sole purpose of pension paynents, and not for

short-term fundi ng of corporate operations.

C. PENSI ON PLANS

A pension plan is a prom se by a pension plan sponsor
to a plan nenber to provide a fixed paynent at regul ar
intervals post retirenent. Retirenment paynents under
pensi on plans are usually started when an enpl oyee reaches
an eligible age or when the enpl oyee conpl etes a given
nunber of years with the enployer. Pension plans generally
cone in two forns: defined benefit plans and defined
contribution plans. Pension plans differ in terns of who
bears the risk of guaranteeing retirenent paynments. Under
t he defined benefit plan the enployer bears all the risk of
insuring the retiree’s future paynents, while under the
defined contribution plan the enployee is responsible for
guaranteeing his or her ow retirenment inconme. Further
di scussion of the differences between these two plans is
presented later in the chapter. First, the popularity and
the trend of pension plans offered to Anerican enpl oyees

over the |last 60 years are considered.

Popul arity for pension plans has changed drastically
since the American Express Conpany first established a
pension plan in 1875. By 1992, the raw nunber of private
pensi on plans total ed nore than 708, 000 and covered nore
than 45 mllion active participants. The nost significant
growmh in the pension plan arena has occurred since md
1940 in the railroad, banking, and public utility
i ndustries. [Ref. 21:p. 55]
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| ncreased popularity for these pension plans was
partly due to the “friendly” tax treatnent the enpl oyer who
establ i shed such qualified plans received fromthe federal
governnent. In general, contributions to a qualified plan
are imedi ately deductible for the enpl oyer when it

conputes its taxes.

Figure 3.1 illustrates the boom ng growmh of private-
sector workers covered by a pension plan during a 50-year
span from 1940 — 1990. [Ref. 20:p. 1-4]

Pension Fund Participation
Growth (1940-1990) in Millions

45

30

15
O |_| I . I I I I
1940 1950 1960 1970 1980 1990

Year

Participants

Figure 3.1 Pension Fund Participation Gowh Between 1940 — 1990

Figure 3.2 illustrates the percentage of Anerican
private-sector workers covered by a pension plan during the
50-year span between 1940 and 1990. This figure shows a
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strong growh rate from 1940 to 1960 foll owed by a | eveling
out period from 1960 to 1990. [Ref. 20:p. 1-4]

Percentage of American Workers
Covered by Pension Plans
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Figure 3.2 Percentage of American VWrkers (overed by Pension F ans

Caution should be used when interpreting the strong
growmh rate of private-sector workers covered by pension
pl ans. Several strong forces were occurring during these
decades, e.g., the nunmber of large firns increased, nunber
of enpl oyees increased, fewer self-enployed farners worked
famly farns, and | arge farm equi pnment played a substanti al

role in ternms of increasing nunbers of corporate farnms.
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1. Defined Benefit Pl ans

A defined benefit plan prom ses an enpl oyee a
specified nonthly benefit at retirement. The plan may
state this prom sed benefit as an exact dollar anmount, such
as $1,000 per nonth upon retirenent, or use specified
formulas to cal cul ate paynments. Generally, enployees do
not directly contribute to defined benefit types of plans -
thus they are terned “non-contributory.” Enployers are the

only direct contributors to these types of plans.

A substantial percentage of American workers are
covered under the defined benefit unbrella. According to a
1994 study fromthe Departnent of Labor, 56 percent of 1993
full -tinme enpl oyees of nedium and | arge private
organi zati ons covered by a pension plan were participating
under defined benefit plans. [Ref. 21:p. 69]

Enpl oyers offering a fornmul a based version to
determ ne an enpl oyee’s future benefit upon retirenent
typically use one of three choices: flat-benefit, career-
average, or final-pay fornula. An enployee’ s salary and/or
| ength of service are the key elenents for all three
formulas. [Ref. 21:p. 69]

a. Fl at -Benefit Fornul as

The flat benefit plan pays a set dollar anount
for every year recogni zed under the plan. [Ref. 21:p. 69]
These plans are not as common and are not popular with
sal ari ed enpl oyees because they only recogni ze | ength of
service and fail to reward higher wage earners with |arger
retirenent paynents. Hourly paid enpl oyees and | abor union
43



pl ans are the common users of this fornula cal cul ation.
One key advantage of the flat-benefit fornmula is that it
offers an enployer a | ess conplicated way to budget for

retirement paynments in the future.

b. Career - Average Fornmul as

The career-average plan has two differing nethods
of conmputing the retirenment benefit. Under the first
met hod, participants earn a percentage of the total pay
recogni zed while they are participants under the plan.
Under the second nethod, participant’s yearly earnings are
averaged over the period of plan participation. At
retirement, the benefit equals a percentage of the career-
average pay, multiplied by the nunber of years of service.
[ Ref. 21:p. 69]

c. Final-Pay Fornmul as

The final -pay calculation is based on average

earni ngs during a specified nunber of years at the end of a
participant’s career, when they are usually highest. The
benefit equals a percentage of the participant’s final
average earnings, multiplied by the nunber of years of
service. [Ref. 21: p. 69] This fornmula is considered

enpl oyee friendly because it provides the greatest degree
of inflation protection to the participant, while it bears

the greatest cost to the enployer.

Al three versions of the mlitary's retirenent
systens discussed in Chapter Il use the final-pay formula.
The “Final One” retirenment systemuses the last 12 nonths
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of pay for its calculation, while the “Final Three”
retirement systemuses the last 36 nonths of pay for its
cal culation. The “REDUX/ CSB” retirenent system al so uses
the last 36 nonths of pay, but nultiplies it by a | ower
percentage (2 percent per year for a twenty year conmm tnment
and 2.5 percent thereafter up to 30 years) conpared to the
other two mlitary retirement plans for their calculation
whi ch use 2.5 percent throughout.

2. Defined Contribution Pl ans

Contrary to a defined benefit plan, a defined
contribution plan does not prom se the enpl oyee or nenber a
speci fic anount of benefits at retirenment. |In these plans,
accounts are set up and contributions are generally
i nvested on the enployee’ s behalf so enpl oyers, enployees,
or both can make annual or periodic contributions.

Contri bution anbunts are generally guaranteed while the

| evel of benefits is not. The contribution to a defined
contribution plan is generally stated as a percentage of an
enpl oyee’ s salary and/or related to years of service. [Ref.
21:p. 70]

The enpl oyee or nenber will ultimately receive the
bal ance in the account, which is based on contributions
plus or mnus investnent gains or |osses. The value of the
account may fluctuate significantly due to the changes in
the value of the elected investments. Exanples of defined
contribution plans include 401(k) plans and 403(b) plans,
whi ch get their nane fromthe section of the Interna

Revenue Code in which they are found. The general rules of
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ERI SA di scussed in Chapter Il apply to each of these types
of pl ans.

According to the 1994 U. S. Departnent of Labor study
mentioned earlier, 49 percent of 1993 full-tine enpl oyees
in medium and | arge private organi zations participated in
one or nore defined contribution plans, up from 45 percent
in 1988. [Ref. 21:p. 70] Current law allows enpl oyees to
participate in both defined benefit plans and defined
contribution plans at the sanme tinme, if offered. Notice
that the 56 percent participation rate for defined benefit
pl ans and the 49 percent participation rate in defined
contribution plans for 1993 total 105 percent. These
statistics show that there are sone enpl oyees participating
in both plans, while it is a given that sone 1993 full-tine

enpl oyees were not participating in either.

There are several reasons why enpl oyers may adopt
defined contributions plans. These reasons incl ude:
enpl oyees nove closer to achieving retirenment incone
security; enployees can supplenent an existing defined
benefit plan; enployers help avoid | ong-term fundi ng and
l[iability commtments of defined benefit plans; and
enpl oyers create a programthat provides benefits for
short-termworkers. [Ref. 21:p. 71]

Since the arrival of the UNISERV TSP in Cctober 2001,
all mlitary nmenbers are eligible for participation in both
a defined benefit and contribution plan. The 20-year
retirenment is the defined benefit plan while the UN SERV
TSP is the defined contribution plan. Additionally,
mlitary nmenbers have the option to participate in IRA s

and other retirement investnents allowed by | aw.
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D. I NDI VI DUAL RETI REMENT ARRANGEMENTS (| RAS)

An individual retirenent arrangenent or account hel ps
retirenment savings grow by allow ng earnings to conpound
tax deferred or tax free in sonme cases until they are
w t hdrawn (contri butions and earnings both grow tax

deferred in sone cases).

Both Traditional and Roth I RAs contribution limts
have i ncreased from $2,000 a year in 2001 to $3,000 a year
in 2002 per person provided an individual’ s earnings exceed
the contribution amount up to the $3,000 limt. The Iimt
will further increase to $4,000 in 2005, and $5,000 in 2008
and subsequent years. Beginning in 2009, the new | aw
adjusts the limt for inflation in $500 increnments. The
next section discusses Traditional | RAs foll owed by the
Roth I RA. Educational |RAs are beyond the scope of this
t hesi s.

1. Traditional |RAs

Under Traditional |IRAs, investnments grow tax-deferred
and contributions may be tax deductible, depending on the
income | evel and whether the participant is covered by an
enpl oyer-sponsored plan. Sinply stated, an individua
under certain incone limts can |lower his or her federal
tax paynent by placing up to $3,000 of 2002 earned incone
into a Traditional |IRA provided the individual uses it for
retirement (wthdrawal after age 59 3. The earnings from
the $3,000 principal will also grow tax deferred until
w thdrawn at retirement. The tax treatnment for the Roth
IRA is different and discussed later. The Traditional |IRA

47



retirement account offers two prinmary advantages. First,
contributions may be tax deductible in whole or in part,
dependi ng on circunstances. Second, earnings and capital

gain anmounts in an I RA are not taxed until distributed.

As di scussed earlier sone enployers offer retirenent
prograns |ike defined benefit plans to their enployees. An
enpl oyee can confirm whether s/he is covered by a pension
at work by looking for an “X’ in the pension plan box in
section 15 of the W2 formthat the enployer provides to
the enpl oyee annually. Al mlitary nenbers are covered by
a retirement pension plan. 1f an enployee is not covered
by a pension plan by his or her enployer the individual can
deduct the full anpunt ($3,000 for 2002) fromthe adjusted
gross i ncone anount on the federal tax formregardl ess of

inconme limts. [Ref. 22:p. 1]

Si nce many workers are covered by pension plans,
income limts are in place to disallow higher paid
enpl oyees fromtaking full advantage of the enployer’s
pension plan and a fully deductible Traditional IRA  Table
3.1 illustrates 2002 adjusted gross incone (AGd) limts for
Traditional IRAs for different taxpayers depending on their

filing status.
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Adj usted Gross Inconme (Ad) Ranges
S Fully Parti al Non
Filing Status Deductible | deductible | deductible
Si ngl e/ Head up to $34,001 to $44, 001 and
Househol d $33, 000 $44, 000 up
Marri ed, up to $54,001 to $64, 001 and
Filing Jointly $54, 000 $64, 000 up
Marri ed, up to $1 to $10, 001 and
Filing Separately $0 $10, 000 up

Table 3.1 2002 AQ Range for Deductible Portion of Traditional |RAs

In the fully deducti bl e range individuals can
contribute and take the full $3,000 deduction, while in the
partial deductible range the deductible portion
increnentally decreases to zero as it enters the

nondeducti bl e range.

Annual contributions up to $3,000 are pernmitted to the
traditional |IRA for 2002; an aggregate of $6,000 may be
contributed to the traditional I RAs of a worker and his or
her non-worki ng spouse provided that the working spouse has
at least that nmuch earned incone. Neither spouse’s | RA may
recei ve nore than $3,000 annual ly.
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2. Roth I RAs

The Taxpayer
| RA, a non-deducti bl e individual
allows tax-free wthdrawal s after
est abl i shed for at
earned i ncone of at
order to contribute to the Roth.

| east five years.

Relief Act of 1997 established the Roth

reti renent account that

age 59% from accounts

Sinply stated

| ndi vi dual s nmust have

| east the ampbunt of the contribution in

contributions into a Roth |RA are nade with after tax

dollars. Earnings grow tax-deferred,

w thdrawal s are tax-free.

and qualified

Income limts or ceilings are also in effect to
qualify for a Roth IRA. Table 3.2 illustrates 2002 adj usted
Roth I RAs for different

gross incone (AG) limts for

t axpayers depending on their filing status.

Marri ed

couples that file separate returns have strict AD limts

that drastically reduce the contribution anmount.
information can be found on this subject in Publication 590

of the Internal

Revenue Code.

Furt her

Filing Status

Adj usted Gross Income (AG) RANGES

Ful |
Contri bution

Parti al
Contri bution

No Contri bution

Si ngl e/ Head $95, 001 to
Househol d up to $95, 000 $110, 000 $110, 001 and up
Marri ed, $150,001 to

Filing Jointly |YPtO $150, 000 $160. 000 $160, 001 and up

Table 3.2 2002 AQ Ranges for Full Gontribution to a Roth IRA
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The Roth IRAis particularly attractive for investors
who fear that their tax rates during retirenment may be
hi gher than their tax rate today. |In effect, the Roth IRA
allows an individual to “lock-in” a tax rate today vice
ganble with their tax rate in the future.

E. UNI SERV TSP

The Unifornmed Service Thrift Savings Plan (UN SERV
TSP) was founded by its authorization in the FY2001
Nat i onal Defense Authorization Act but was not set up for
its debut until its first open season, which began Cctober
2001. The TSP is a voluntary Federal Governnent-sponsored
retirenment savings and investnment plan and until this year
was only available to civilian federal governnent
enpl oyees. UNI SERV TSP is a defined contribution plan with
contributions taken directly frommlitary payroll. The
retirenent incone that a mlitary menber receives fromthe
i ndi vidual TSP account is dependent on how nmuch the nmenber
(and the branch of service if it were matching) contributes
to the account during his/her working years and the

earnings on those contributions.

The purpose of the TSP is to provide retirenent
incone, but unlike participation in the mlitary retirenent
system participation in the UNISERV TSP i s optional.

UNI SERV TSP offers participants the sane type of savings
and tax benefits that many private corporations offer their
enpl oyees under so-called “401 (k) plans.” UN SERV TSP
allows active duty and Ready Reserve personnel to invest
pre-tax dollars while deferring tax on investnents and

earnings until they are w thdrawn.
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In effect, the non-mat ching UNI SERV TSP tax treatnment
is simlar to the deductible portion of a Traditional |RA
with no AG threshold limts, but with nuch higher
contribution limts. Under the UNISERV TSP mlitary
nmenbers can contribute up to $11,000 for 2002; the limt
will rise $1,000 each year until 2006, when it will be
$15,000. [Ref. 23:p. 40] Beyond 2006, participants’
contributions will be limted only by the Internal Revenue

Code’s annual limts.

The | aw authorizing the TSP for the uniformed services
also allows each mlitary service secretary to provide
mat chi ng contributions for designated critical specialties.
So far no matching contributions have been authorized by
any of the services. Further direction on the authority
concerning matching funds is provided in a Navy
adm ni strative nessage dated Cct 2, 2001

As a retention initiative, the secretary of the
Navy is authorized to enter into an agreenent
with you to make matching TSP contributions if
you are in a critical specialty and agree to
serve on active duty in your critical skill for a
period of six years.

At this tinme, the Navy does not intend to use
this authority in 2002. The Center for Naval
Analysis is studying this tool to see if it has
utility in the future against the proven success
of our bonuses, special and incentive pays.
Policy, procedures, and eligible skills wll be
published by separate NAVADM N should the
decision be made to offer matching funds in the
future. [Ref. 24:p. 10]
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1. Expenses

Mlitary participants will pay adm nistrative expenses
or an expense ratio equal to 1.5 percent of their plan
assets per year. Expenses are taken from i nvestnent
earni ngs before they are passed on to the account. All
contributions are free of front-end fees and are consi dered

“no-1oad” (no sales charges or comm ssions).

2. Fund Choi ces

As a TSP participant, mlitary nmenbers will choose
fromfive mutual fund investnment instrunents, including

government securities and four Barclays index funds:

Government Securities Investnent Fund (G Fund)

Fi xed-1 ncone | nvest nent Fund (F- Fund)

St andard and Poor 500 Comron Stock I ndex Fund (C Fund)
Smal | Capitalization Stock I nvestnment |ndex (S Fund)

I nternational Stock Index Investnent Fund (I-Fund)

MIlitary nenbers allocate payroll contributions to any
one, or a conbination of the funds and can redistribute
exi sting bal ances anong the funds. Barclays d obal
Advi sors manage all index fund options for this plan. The
S-Fund attenpts to replicate the Wl shire 4500 Stock I ndex.
The |I-Fund attenpts to replicate the EAFE | ndex.

In summary, the UNI SERV TSP program has five key
advant ages for retirenent savings investors: First,

participation is strictly voluntary. Second, the portion
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of pre-tax incone invested in a retirenent account reduces
current taxable incone. Third, investnments and earnings
are not taxed until wthdrawn at age 59% or later. Fourth,
various investnent options are available. Fifth, the
savings and tax benefits are the sane type private

corporations offer enployees under a 401(k) plan.

F. SUMVARY

As illustrated in Figure 3.1, an increasing nunber of
enpl oyees are investing their retirenent dollars through
defined contribution plans, in particular 401(k) plans.
Enpl oyees who participate in 401(k) plans assune
responsibility for their retirement income by contributing
part of their salary and, in many instances, by directing
their owm investnents. The 401(k) plan is rapidly becom ng
t he pension plan of choice for both Anerican enpl oyers and
enpl oyees, with over 20 mllion people covered out of the
approxi mate 45 mllion people in 1992 covered under the
total pension plan unbrella. [Ref. 21:p. 55]

These defined contribution plans are popular with
enpl oyers because they can be free of the ongoing
contribution liability and adm ni strative hassles often
associated with the traditional defined benefit plans. For
enpl oyees, a 401(k) plan allows the individual to control
their investnment and allows the individual to take his or
her accunul ated savings with them when they | eave the firm
prior to reaching the nornal retirenment requirenents.
These two features are ternmed self-directed i nvestnments and

portability, respectively. Wen an enpl oyee transfers
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j obs, nost transfer their 401(k) to their new enpl oyer’s
401(k) plan or directly roll it over to a Traditional |RA

Enpl oyers of all sizes can inplenent |ow-cost 401(k)
pl ans whil e receiving significant benefits. Specific
benefits include: increased attraction and retention of
enpl oyees, reduction of adm nistrative conplexity including
adm nistrative time, addition of a popul ar benefit,
flexibility of enployees to switch investnments within fund

famlies, and daily fund valuation availability.

Enpl oyee contributions to a 401(k) plan or to the
UNI SERV TSP are excluded fromthe enpl oyee’s gross incone
and are therefore not currently subject to federal incone
taxation, i.e., are tax deductible. The tax-deductible
feature is the main attraction or selling point to the
enpl oyee if he/she is saving for retirement. A 401(k) or
the UNI SERV TSP plan offers a return on investnent for the
enpl oyee equal to the tax bracket that s/he is currently
occupying for that tax year prior to the accounting for

capital gains or |osses.

|f the enployee or mlitary nenber is not saving for
retirement, the tax benefit provided for by the
contribution plan is designed to provide the financi al
incentive for the individual to consider it and participate
in it through payroll contribution. As with any individual
financi al decision, the enpl oyee or nmenber nust “weigh” the
i mredi at e benefit of the noney against its future benefit,
including the tax advantage stated above. Each individual
has his or her own particular “discount rate” for the val ue
of future nonetary benefits against the benefits of that

noney today. For exanple, it is generally understood “that
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younger people (i.e., mlitary personnel) are known to have
hi gh personal discount rates, much higher than the
governnment’s, and therefore value a dollar of deferred
(retirenment) conpensation |less than it cost the governnent
to provide.” [Ref. 2:p. 19-20] |In other words, a younger
person woul d val ue t he purchasi ng power of a dollar nore
today than an ol der person would or nore than the
governnent woul d. Thus a younger person nay be | ess
inclined to invest part of his or her paycheck into a
retirement savings account. This point is extrenely
inportant as we exam ne the UNISERV TSP for military
menbers further.

In private comrercial organizations, any enpl oyer
mat chi ng contributions that is deposited into the
enpl oyee’ s account is non-taxable to the enpl oyee at the
time of contribution. Matching contributions are tax-
deductible for the enployer in its current tax year as a
form of | abor expense, generating an incentive for
commercial enployers to provide this attractive tax-
sheltered benefit to their enployees. DOD as an enpl oyer,
is unaffected by taxes and tax |aw changes that woul d
provi de incentives for the UNISERV TSP, but the mlitary
menber as an enpl oyee woul d receive the sane tax benefit

any private-sector enployee would receive.

Many enpl oyees consider defined contribution plans as
a standard enpl oyee benefit associated with enpl oynent
opportunities. Wen an enpl oyer establishes a retirenent
pl an, their enployees receive inportant fringe benefits

that have long lasting, positive effects.
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| V. METHODOLOGY, DATA, AND DATA ANALYSI S

A. | NTRODUCTI ON

This study anal yzed aspects of the Uniforned Services
Thrift Savings Plan (UNI SERV TSP), particularly in terns of
Navy service nmenbers’ perceived | evels of understandi ng and
participation decisions. Al so assessed were perceptions of
extent of training and education received on the TSP and
| evel of understandi ng of personal finance and incone tax

incentives related to retirenent savings vehicles.

The primary nmethod used to obtain data was a 35
guestion, witten survey adnmnistered to mlitary nenbers
fromthe Conmander, Naval Regi on Sout hwest area (Appendi x
A). The questionnaire was adm nistered in January 2002 to
a total of 189 mlitary nenbers from 43 different comuands.
The | ast portion of the survey contai ned open-ended
questions to obtain witten comments both on the topic and
the instrunment used, and to add qualitative understanding
to the quantitative results. Respondent’s actual conmments
are provided in Appendi x B.

B. DESIGN O THE STUDY

Initially, a draft of the proposed questionnaire was
sent to the Departnment of the Navy Ofice of Mlitary
Conpensation and Policy (N130) to solicit input and
recomrendati ons. M nor nodifications and reconmendati ons
wer e di scussed and i npl enent ed.
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The questionnaire was devel oped to be as user friendly
as possi ble, and was designed to take approximately 10-15
m nutes. Care was taken to avoid | eading the respondents
or biasing their answers in anyway. The questionnaire
contained three sections. The first section of the
guestionnaire obtai ned denographic information, and
respondents’ participation in savings or retirenent
programns including the UNI SERV TSP. The second section
used Likert-scale statenents to obtain
agreenent/ di sagreenent responses including a mdpoint or
neutral response. The third section of the questionnaire
encour aged menbers to conmment on the UNI SERV TSP program
and any additional factors they felt were relevant to the
topic or the questionnaire. Witten coments fromthe
third section are provided in Appendi x B, categorized by

rank and age.

Addi tionally, sone questions were designed to test the
accuracy of earlier responses by asking questions that were
intended to draw parallel responses. (e.g., question 8 and
9 asked whet her the nenber was participating or intended to
participate, and question 24 asked if the tax incentives of
the mlitary TSP are strong enough to convince themto
participate). Responses to these conparison type questions

are summari zed at the end of this chapter.

C. DATA COLLECTI ON

The questionnaire was adnministered to 189 mlitary
menbers from43 different commands fromthe San D ego and
Monterey California areas within the Navy Regi on Sout hwest

area (exception of one nenber who was on TAD assi gnnent
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from Jacksonville, Florida). Because respondents were from
a variety of Navy commands within the region, the sanple is
fairly representative of the overall Navy. Most of the
guestionnaires were adm ni stered by approaching mlitary
menbers while they were eating lunch at the Navy Exchange
at North Island Naval Air Station in San D ego, California.
O her questionnaires were adm ni stered by approaching
students between classes at the Naval Postgraduate School
(NPS) in Mnterey, California.

Respondent s bel onged t o ships, squadrons, staff,
shore, training, and various support commands, and
represented every paygrade fromO5 to E-1 (no Warrant
O ficers). Respondents included males and fenal es, ages 18
to 50, three different branches of services and the Naval
Reserve. Most respondents were active Navy. Sanple nenber
| ength of service varied fromjust a few nonths to over 20

years.

Si nce 43 questionnaires were adm nistered to officers
(nostly at the Naval Postgraduate School), the sanple is
slightly officer heavy (e.g., 23 percent of 189 vice an
actual enlisted to officer ratio of 14 percent in the
Navy). This information is relevant because participation
rates from Defense Finance and Accounting Service (DFAS)
indicate that officers participate in the UNIl SERV TSP at

nearly double the rate of enlistees.

O the 189 questionnaires adm nistered, 187 were
conmpleted in their entirety with two respondents stopping
after question #21 for unknown reasons. Seventy-two
respondents (38 percent) provided additional witten

comments regarding TSP specifically (question 34), and 24
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respondents (13 percent) provided additional comrents
regardi ng the questionnaire (question 35). Respondents’
witten comments are provided in Appendi x B.

Addi tionally, 46 percent of the sanple respondents were in
Sel ective Reenlistnment Bonus (SRB) or other bonus eligible
ratings, while 54 percent were in ratings that were not

bonus eligible.

D. DATA ANALYSI S

The first section of the questionnaire (questions 1-
11) obtained rel evant denographic information, including
respondents’ current participation in a retirenment savings
program(s) and the UNI SERV TSP. Results of questions 1-7

are shown below in Table 4.1 — 4. 4.
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PAYGRADE DEMOGRAPHI CS

# of Per cent of # of Per cent of
Paygrade | participants | participants Paygrade participants | participants
E-1 1 5 E-9 4 2.1
E-2 11 5.8 O-1 2 11
E-3 15 7.9 0-2 7 3.7
E-4 33 17.5 O-2E 1 5
E-5 40 21.2 0-3 12 6.3
E-6 27 14.3 O-3E 7 3.7
E-7 12 6.3 O-4 12 6.3
E-8 3 16 O-5 2 11

Tabl e 4.1 Denographic Question 1 — Paygrade

Table 4.1 shows respondents’ paygrades (77 percent
O the enlisted

respondents, 69 percent were E-5 and bel ow.

enlisted and 23 percent officers).
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DEMOGRAPHI C | NFORVATI ON ON AGE

Age Range 18-24 25-29 30-34 35-39 40 and over
# of 68 32 36 38 15
respondents
Per cent of
respondents 36 17 19 20 8

Tabl e 4.2 Denographi c Question 2 — Age on Your Last B rthday

Table 4.2 shows that 53 percent of the respondents

wer e under the age of 30, and 8 percent were age 40 and

over.
DEMOGRAPHI C | NFORVATI ON ON SEX, COWAND, AND
SERVI CE
Question Responses Number Per cent
Mae 150 79
Question 3. Madeor Femae
Femae 39 21
Question 4a. Current Command 43
USN 176 93
USNR 10 5
Question 4b. Branch of Service
usMcC 2 1
USA 1 1

Tabl e 4.3 Denographi ¢ Questions 3-4 - Gender,
Servi ce
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DEMOGRAHI C | NFORVATI ON ON M LI TARY SERVI CE AND SRB

Question Responses Number Per cent
0-5yrs 83 44
6-10yrs 35 18
Question 5. Current years/months of 11-15yrs 34 18
military service
16-20 yrs 26 14
>20yrs 11 6
Question 6. Current End of Active Data Collected but not used for analysis
Service
YES 86 46
Question 7. Areyou in an SRB
eligible rating NO 103 54

Tabl e 4.4 Denographic Questions 5-7 - Years of Service, EAC5 and
SRBHigihbility

Tables 4.3 and 4.4 provide responses from question 3-7
concerni ng denographi c data of the sanple group. Question
3 shows that 21 percent of the sanple respondents were
female. Question 4 shows that 93 percent of the
respondents were active duty U S. Navy. Question 5 shows
the | argest group of respondents had |l ess than 6 years of
service, while the remai nder was fairly evenly distributed
t hroughout the other categories. The 20 years of service
or nore group (6 percent) was the snallest. Question 6
obt ai ned End of Active bligated Service (EAOCS) dates.

Question 7 shows that 46 percent of the respondents were in
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SRB eligible ratings. Overall, the information conpares
well with actual percentages for the United States Navy as
a whole, with the exception of the officer/enlisted ratio

and SRB eligibility nentioned earlier.

The next group of data collected includes Individual
Retirement Arrangenents (1 RAs), UN SERV TSP parti ci pation,
other retirenent savings programenrollnment, and at what
age respondents began to contribute savings toward

retirenent.

RETI REMENT SAVI NGS VEH CLE PARTI Cl PATI ON RATES

Question Responses Number Per cent
ROTH IRA 50 26
Question 8 Circle the retirement TSP 37 20
program(s) that you currently TRADITIONAL IRA 20 11
participate in (all that apply): OTHER 24 13
NONE 86 46

Note: percentages add up to greater than 100% since some participants are in more than one program

Tabl e 4.5 Denographi ¢ Question 8 - Retirement ProgramParti cipation

Table 4.5 shows that nearly half of the respondents
i ndicated that they do not participate in any retirenent
savi ngs program Approxi mately 20 percent of mlitary
nmenbers indicated that they are currently enrolled in
UNI SERV TSP, which is slightly higher than Navy w de
i nformati on (approxinmately 16 percent enrolled per DFAS

data as of January 31, 2002).
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DEMOGRAPHI C | NFORVATI ON ON TSP

Question Responses Number | Percent

G fund 11 30

C fund 3 8
Question 9a.

F fund 1 3
If a TSP participant — which fund(s)?

Sfund 0 0
(37 indicated yes in question 8)

| fund 0 0

No Response 22 59

1-2% 5 14
Question 9b. 3-4% 6 16
What percent are you contributing from | 5-6% 7 19
basic pay to TSP?

7% 19 51
Question 9¢c. What percent of mtr)geﬂis and 15 38
specia/incentive pay to TSP Average percent
Question 10a. If you are NOT YES 51 34
currently enrolled in the military TSP
program do you intend to enroll inthe | NO 101 66
near future?

1-5% 28 55
Question 10b. If Yeswhat percent of
your basic pay will you allot? 6-7% 23 45
Question 10c. What percent of Number of 16 21
specia/incentive pay to TSP respondents and

Average percent

Tabl e 4.6 Denographi c Question 9-10 — Fund Al ocation, Future TSP
Participation Intention, and Gontribution Rates
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Tabl e 4.6 shows responses for questions 9 and 10.
Question 9a illustrates that 59 percent of active TSP
participants indicated “No response” as to which fund they
were contributing to within the UNI SERV TSP program This
may i ndicate that the respondents may not be fully inforned
or educated on the choices they have, or it may be because
the Federal Thrift Retirement |nvestnent Board has not
provi ded information to participants such as passwords,
Personal Identification Nunbers (PINs), and additional
foll owon information. Question 9b shows that of the 37
TSP participating respondents, 51 percent are contributing
t he maxi num seven percent of their basic pay. Question 9c
shows that 15 nenbers are contributing incentive and
special pay to the UNISERV TSP. The average contribution
rate of these 15 nenbers is approximately 38 percent. The

range is from1l to 100 percent.

Question 10a is interesting in that another 34 percent
of the sanple that are not currently participating in TSP
indicate that they “intend” to participate in the near
future. The questionnaire does not define “near future,”
but one could infer with only one week renmaining in the
initial four-nonth open season of UN SERV TSP, that few of
the 51 respondents may actually sign up. These mlitary
menbers will have to wait until the next open season in the
summer of 2002 to act on their intentions. Question 10b
showed simlar results to question 9b with nearly half of
t he respondents that are intending to sign up for the
programindicating they will contribute in the six to seven
percent of their basic pay range. Question 10c provi ded

simlar responses to question 9c with those nmenbers
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intending to contribute incentive and special pay at an

average contribution rate of 21 percent.

DEMOGRAPHI C | NFORVATI ON ON RETI REMENT SAVI NGS5

Question 11. If you are contributing savings toward retirement, at what age did you
begin?

Paygrade Number Not Number Avg. age
Saving for Saving for savers
Retirement Retirement began
E-3 and below 21 6 18.5
E-4thru E5 38 35 23.3
E-6 9 17 28.6
E-7 thru B9 5 14 30.1
O-1thru O-2E 2 8 24.3
O-3thruO-3E 1 18 244
O-4thru0-5 1 12 28.7

Tabl e 4.7 Denographi cs Question 11 — Nunber of non retirenent savers
and average age mlitary nenbers who have started a retirenent

savi ngs pr ogr am began

Tabl e 4.7 shows the age where respondents indicate
that they began to save for retirenent. Approximtely 59
percent of E-5 and bel ow i ndicate they have yet to begin a
retirenment savings plan, while 79 percent of E-6 and above
i ndicate they have started a savings plan for retirenent.
The table shows the average age by paygrade for those

menbers indicating that they have started their retirenment
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savings. Interestingly, 86 respondents indicated “none” to
guestion 8 when asked which retirenment programthey
currently participate in. Seventy-seven respondents failed
to indicate a response to question 11, which we infer to
mean that these nenbers have not started to save for

retirenent.

Questions 12-32 generated Likert-scal ed responses
rangi ng fromstrongly agree to strongly disagree, including
a mdpoint or neutral response. Al Likert-scale questions
were eval uated using the Chi-squared (X?) test of
statistical significance. The purpose of conducting the
Chi-squared test is to determ ne whether the responses to
gquestions are random or systematic (i.e., whether the
di fferences between agree and di sagree responses are
statistically significant). The X?fornula shown in Figure
4.1 allows calcul ations of probability of non-random

responses (p < .05 or p < .01).

X2=(M-m-1)> M =Mgjority of responses X?>3.84, p<.05
M+ m m = Minority of responses X?>6.69, p< .01

Fgure 4.1 Formula for Chi -Sguared Test

The Chi -squared test is calculated by conparing the
suns of all agree and di sagree responses. The response
category with the greatest nunber of responses represents
the mpjority (M and the response group with the | east
nunber of responses represents the mnority elenent (m for

each question. Neutral responses are omtted.
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Questions with a Chi -squared result of |less than 3. 84
i ndi cate that responses may have occurred by random chance
greater than five percent of the time (non-significant).
Resul ts above 6.69 indicate a non-random probability of p <
.01 (significant at the 99 percent probability level). A
Chi - squared val ue of 3.84 or greater indicates that the
i keli hood of the given responses occurring by chance are
| ess than five percent (a generally accepted standard

delineating statistical significance).
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#12. My command has offered me training
and educational material on the new

military TSP?
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Figure 4.2 Results of Question #12 (X* = 37.60, p<.01)

Figure 4.2 shows that over 65 percent of the
respondents indicated their command has offered them
training and educational material on the newmlitary TSP,
while 23 percent disagreed with the statenment. Responses
were significant at the p < .01 level. Appendix B provides
respondents’ specific comments pertaining to training and

awar eness of the TSP program
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#13. The new military TSP has been clearly
explained to me and | understand it
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Figure 4.3 Results of Question #13 (X* = 10.19, p<.01)

Figure 4.3 shows that approximately 52 percent of the
respondents indicated that the newmlitary TSP has been
clearly explained to themand they understand it, while 31
percent disagreed with the statement (p < .01). The
information fromthis question when conpared to question
12, suggests that approximtely 13 percent of nenbers who
received training on the UNI SERV TSP nay be unclear as to
their | evel of understanding of the program Even though a
majority of the respondents agreed with the statenent,
nearly 48 percent did not agree that the UNI SERV TSP has

been explained to them and they understand it.
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#14. The new military TSP is a valuable
benefit to me
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Figure 4.4 Results of Question #14 (X* = 21.14, p<.01)

Figure 4.4 shows that nearly 42 percent of the
respondents indicated that the newmlitary TSP is a
val uabl e benefit to them conpared with 16 percent who
di sagreed with the statenent (p < .01). The 80 neutral
responses or 42 percent of the sanple popul ation that were
indifferent (neutral) to this question suggests sone |ack
of understanding on the benefits of the new TSP. Mlitary
menbers may not understand the role of the UNISERV TSP in
terms of their personal savings plan, perhaps related to
the relatively short tinmefrane that the program has been

of f er ed.
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#15. The new military TSP provides
comparable benefits to all participants
regardless of paygrade
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Figure 4.5 Results of Question #15 (X = 54. 90, p<. 01)

Figure 4.5 shows that over 49 percent of the
respondents indicated that the new mlitary TSP provides
conpar abl e benefits to all participants regardl ess of
paygrade, while eight percent di sagreed with the statenent
(p <.01). Nearly as many respondents chose a neutral
response (43 percent) to this question, as did the nunber
that agreed with the statement, possibly indicating

i ndeci sion or lack of infornmation.
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#16. Tax deferred retirement savings are
Important to me
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Figure 4.6 Results of Question #16 (X* = 117.36, p<.01)

Figure 4.6 shows that over 76 percent of the
respondents indicated that tax deferred retirenent savings
are inportant to them(p < .01). This statenent received
t he hi ghest Chi-squared val ue of the questionnaire, i.e.,
responses indicate significant agreenent that tax deferred
savings are inportant. Interestingly, 24 percent of
respondents chose a neutral or negative response to this
guestion, again indicating indecision, |lack of information,
or perhaps a belief that tax deferred savings are not

i nportant.
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#17. My retirement savings will improve by
using the new military TSP
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Figure 4.7 Results of Question #17 (X* = 47.76, p<. 01)

Figure 4.7 shows that nearly 43 percent of the
respondents indicated that their retirenent savings would
i nprove by using the newnilitary TSP, while seven percent
di sagreed with the statenent (p < .01). Again, about half
of all the respondents selected a neutral response
i ndi cating indecision or lack of information. This
substantial neutral response could represent nenbers not
participating in the program i.e., only 19-20 percent of
the sanple indicated enrollnent in UNI SERV TSP.
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#18. | have a disciplined monthly household
savings plan that | adhere to
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Figure 4.8 Results of Question #18 (X* = 24.20, p<.01)

Figure 4.8 shows that over 52 percent of the
respondents indicated that they have a disciplined nonthly
househol d savings plan that they adhere to, while 21
percent disagreed with the statenent (p < .01). The
neutral response of 27 percent nmay reflect different
interpretations of the word “disciplined” when referring to

a nont hly househol d savi ngs pl an.
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#19. My current income does not allow me
to contribute to retirement savings at this

time
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Figure 4.9 Results of Question #19 (X* = 36. 26, p<. 01)

Figure 4.9 shows that nearly 60 percent of the
respondents indicated that their current inconme allows them
to contribute to retirenment savings, while 20 percent felt
their current incone was not conducive to contributing to
retirement savings (p < .01). This percentage parallels
t he range of respondents who indicated earlier that they
were actually contributing to a retirenment savings program
It is noteworthy to reiterate that 60 percent of the sanple
i ndi cated that they have the capacity to contribute to

retirenent savings.
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#20. l understand the basic objectives of
the different TSP investment options
(G,F,C,S, and | Funds)
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Figure 4.10 Results of Question #20 (X*> = 3.01, p>.05)

Responses to Question 20 were non-significant
(X?<3.84, p > .05), and could be the result of chance. The
| evel of understanding of the basic objectives of the
different TSP investnent options therefore cannot be
assessed. Nonethel ess, responses to this question are
i nteresting when conpared to questions 12 and 13. Question
12 determ ned that 65 percent of respondents were offered
command training on TSP, and question 13 determ ned that 52
percent indicated that TSP had been clearly expl ai ned and

t hey understood it.
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#21. The new military TSP gives me more
incentive to stay in the military
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Figure 4.11 Results of Question #21 (X* = 12. 83, p<. 01))

Figure 4.11 shows that nearly 37 percent of the
respondents indicated that the new mlitary TSP does not
give themnore incentive to stay in the mlitary, while 17
percent felt that the program does play a factor in their
mlitary retention decision (p < .01). Although only 17
percent felt the new TSP program plays a factor in their
mlitary retention, this may indicate that sone of the
respondents nmay be positively influenced to stay in the
mlitary due to TSP. Note the |arge neutral group (47
percent) which may be sitting on the fence” in terns of

stay or | eave deci sions.

79



#22. The new military TSP makes military
retirement compensation more
comparable with civilian company 401(k)
plan retirement benefits
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Figure 4.12 Results of Question #22 (X* = 5. 69, p<. 05)

Figure 4.12 shows that nearly 29 percent of the
respondents indicated that the newmlitary TSP nmakes
mlitary retirenment conpensation nore conparable with
civilian conmpany 401(k) plan retirenment benefits, while 17
percent disagreed with the statenent (p < .05). The large
neutral response (55 percent) may indicate that respondents
are unfamliar with the details of civilian 401(k) plans,
or other reasons nentioned before concerni ng neutral

responses.

80



#23. The new military TSP would play a factor in
choosing the military as your employer

(supposing you were a graduating high school or college student)
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Figure 4.13 Results of Question #23 (X% = 1.21, p>.05)

Responses to Question 23 were non-significant (X°=1.21,
p > .05), and could be the result of chance. It therefore
cannot be determined if the sanple group felt the new
mlitary TSP would play a factor in choosing the mlitary
as an enployer if the respondent were a graduating high

school or college student.
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#24. The tax incentives involved with the
new military TSP are strong enough to
convince me to participate
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Figure 4.14 Results of Question #24 (X* = 7.92, p<.01)

Figure 4.14 shows that over 34 percent of the
respondents indicated that the tax incentives involved with
the newmlitary TSP are strong enough to convince themto
participate, while 19 percent disagreed with the statenent
(p <.01). This response rate agrees with findings from
guestions 8 and 9, which asked if nenbers were currently
participating in UNISERV TSP or intended to participate in
the near future. The large neutral response of 47 percent
may be related to | ack of training, education, awareness,
or indifference concerning tax incentives for retirenent

savi ngs.
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#25. 1 am reasonably sure which type of
IRA (deductible, non-deductible, Roth) |
qualify for based on my 2001 income level
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Figure 4.15 Results of Question #25 (X* = 13.91, p<.01)

Figure 4.15 shows that nearly 42 percent of the
respondents indicated that they are reasonably sure which
type of I RA (deductible, non-deductible, Roth) they qualify
for based on their 2001 i ncone |evel, while 20 percent
di sagreed with the statenent (p < .01). It is interesting
that over 58 percent (disagree or neutral) did not answer
Wi th reasonabl e certainty on what type of | RA programtheir
income level allows themto qualify for. The IRA has been
the primary nmeans of tax deferred retirenment savings for
typical mlitary nenbers until the advent of the UN SERV
TSP in 2002. A household that has earned i ncone outside
the mlitary (spouse) could be an exception to the I RA

primary means limtation.
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#26. In general, a non-deductible IRA is a
superior retirement savings vehicle
compared to the new military TSP
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Figure 4.16 Results of Question #26 (X*> = .02, p>.05)

Responses to Question 28 were non-significant (X?= 02,
p > .05), and could be the result of chance. It therefore
cannot be determined if the sanple group felt that a non-
deductible IRA is a superior retirenent savings vehicle
conpared to the newmlitary TSP. This question received
the | owest Chi-square value (.02) of the study and had
nearly 77 percent of the respondents answering neutrally.
Witten comments on this question (Appendi x B) indicate
t hat sonme respondents were unclear of the tax inplications
associ ated with the non-deductible IRA. Chapter V
addresses this issue and conpares several retirenent
savi ngs vehicles in hypothetical investnents.
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#27. In general, a Roth IRA is a superior
retirement savings vehicle compared to
the new military TSP
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Figure 4.17 Results of Question #27 (X* = 16.02, p<. 01)

Figure 4.17 shows that nearly 25 percent of the
respondents indicated that a Roth IRA is a superior
retirement savings vehicle conpared to the newmlitary
TSP, while 7 percent disagreed with the statenent (p <
.01). Nearly 68 percent of the respondents were neutral on
this statenment. Like question 26, this question may
generate confusion concerning tax inplications surrounding
the Roth I RA and the UNI SERV TSP. Respondents were
slightly nore confident in their responses concerning the
Rot h as conpared to the non-deductible IRA.  Chapter V
addresses this issue and conpares several retirenent

savi ngs vehicles in hypothetical investnents.
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#28. The Roth IRA contribution ceiling
limits the amount | can contribute to
retirement savings per year
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Figure 4.18 Results of Question #28 (X* = 5. 44, p<. 05)

Figure 4.18 shows that nearly 30 percent of the
respondents indicated that the Roth I RA contribution
ceiling limts the anbunt they can contribute to retirenent
savi ngs per year, while 18 percent disagreed with the
statenent (p < .05). This data indicates that 56 of 187
respondents (approximtely 30 percent) may have the
capacity to contribute nore towards tax deferred retirenent
savings if the tax law allowed them This 30 percent group
may enbrace the UNI SERV TSP program as anot her tax-deferred
retirement saving tool. Chapter V addresses tax
i nplications, advantages, disadvantages and conpari sons of
hypot heti cal investnments in both the Roth I RA and UNI SERV
TSP.
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#29. In general, a deductible IRA provides
similiar tax advantages as the new military
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Figure 4.19 Results of Question #29 (X* = 11. 50, p<. 01)

Figure 4.19 shows that nearly 19 percent of the
respondents indicated that a deductible | RA provides
simlar tax advantages as the new mlitary TSP, while 6
percent disagreed wth the statenent (p < .01). Like
guestions 26 and 27, this statenent may generate confusion
around the topic of tax advantages (75 percent neutral

response rate). Chapter V directly addresses this issue.
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#30. | would participate or increase my
contribution if the new military TSP
matched a portion of my contributions
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Figure 4.20 Results of Question #30 (X* = 96.03, p<.01)

Figure 4.20 shows that nearly 60 percent of the
respondents indicated that they would participate or
increase their contribution if the newmlitary TSP mat ched
a portion of their contributions, while only 3 percent
di sagreed with the statenent (p < .01). Again, the |arge
neutral response (37 percent) may indicate indecision or
“fence sitting”, or even doubt concerning the ability to

set-aside pay for deferred retirenent.
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#31. If SRB/bonus eligible (assume you are if
not), | would be willing to give up part of my
bonus in exchange for a matching TSP
during my re-enlistment commitment
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Figure 4.21 Results of Question #31 (X* = 29. 80, p<. 01)

Figure 4.21 shows that over 51 percent of the
respondents indicated that if they were SRB eligible
(assum ng they were if not), they would be willing to give
up part of their bonus in exchange for a matching TSP
during their re-enlistnent conmtnent, while 18 percent
woul d not be willing to do so (p < .01). Forty-six percent
of the sanple group is in SRB/ bonus eligible ratings or
designators. This response could provide insight to the
Departnent of the Navy on how to fund an option of matching
funds for the UNI SERV TSP program whil e satisfying a
majority of SRB eligible sailors. See Question 32 results.
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#32. Personnel in critical rates should be
offered a matching TSP, while personnel
in non-critical rates should receive the
normal non-matching TSP
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Figure 422 Results of Question #32 (X* = 20.98, p<.01)

Figure 4.22 shows that over 25 percent of the
respondents indicated that they disagreed with personnel in
critical rates receiving a matching TSP, while personnel in
non-critical rates receive the normal non-matching TSP
whi |l e over 19 percent of the respondents agreed with the
statenent (p < .01). The overall response to this question
suggests that sailors want benefits distributed equally,
and do not substantially agree with offering incentives in
the TSP programto sone and not to others. Question 15
revealed that mlitary nmenbers thought the present UN SERV
TSP program provi ded conpar abl e benefits to al
partici pants regardl ess of paygrade, while they disagreed
that a matching TSP for critical rates only is fair.

Chapter 6 discusses this area further.
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#33. The best source of information | have
found concerning TSP is (choose one)
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Figure 4.23 Results of Question #33 - the best source of

i nformation concerni ng TSP

Question 33 gave respondents an opportunity to
i ndi cate what they have found to be the best source of
i nformati on concerning TSP. Unlike questions 12-32,
guestion 33 is a nultiple-choice question (no test of
significance applied). Results indicate that respondents
receive information on the TSP fromall the sources |isted.
The TSP website received the nost responses (25 percent),
with literature being the secondary source of information,
e.g., handouts, and the TSP gui de distributed by nmany
commands during GMI. The 18 respondents who indicated

ot her/ none perhaps have received little or no training on
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the TSP program as indicated by a nunber of witten

responses shown in Appendi x B.

The questionnaire al so asked respondents to provide
comments using two open-ended questions. Question 34 asked
respondents to comrent on any additional factors they felt
were rel evant concerning the newnmlitary TSP. Their
responses were grouped by rank and age and are provided in
Appendi x B. A total of 72 out of 187 respondents
conpl eting the questionnaire provided witten coments to
question 34. Four main thenmes energed: 1.) A |ack of
knowl edge and/or request for training (41 percent of the
total comments); 2.) Requests for a matching TSP (25
percent or 18 of the respondents); 3.) Respondents too |ate
intheir careers to start the UNISERV TSP (si X responses);
and 4.) The TSP program shoul d have been introduced years
ago (five responses). An interesting coment nade by one
respondent was his desire to make contributions fromhis
future retirenment pay when he conpl etes 20 years of
service. Oher coments included affordability concerns
and poor UNI SERV TSP managenent. A general overarching
theme was that mlitary nmenbers desire nore education and
training on the UNI SERV TSP, especially the junior sailors.

Question 35 asked respondents to conment on any
additional factors they felt were relevant to the overal
guestionnaire. Responses were grouped by rank and age and
are provided in Appendix B. A total of 24 out of 187
respondents conpl eting the questionnaire provided witten
comments to question 35. The followi ng five thenmes energed
(sonme redundancy from Question 34 responses): 1.) A lack of

know edge and/or a request for training (10 of 24
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respondents or 42 percent); 2.) The TSP program shoul d have
been introduced earlier in their careers (three responses);
3.) Their IRAis nore beneficial to themthan the TSP (two
responses); 4.) Lack of affordability (two responses); and
5.) The questionnaire needed nore clarification (two
responses). Again, another general energing thene from
witten responses to Question 35 was that mlitary nmenbers
desire nore education and training on the UNI SERV TSP

especially the junior sailors.

Based on the witten comments from questi ons 34 and
35, it appears a substantial nunber of junior personnel
have received little training on TSP and are uncl ear what

the programis about.

E. SUMVARY

This chapter provided the nethodol ogy, data, and data
anal ysis of the researchers-devel oped questionnaire. The
pur pose of the instrunent was to anal yze vari ous aspects of
the Uniforned Services Thrift Savings Plan (UNI SERV TSP),

i ncl udi ng perceived | evels of understanding, training

recei ved, and participation decisions. The instrument also
touched on areas of personal finance and incone tax
incentives related to several popular retirenent savings

vehi cl es.

The 35-question, witten questionnaire was
adm nistered to a sanple population of 189 mlitary nenbers
from 43 di fferent commands during January 2002 (the second
to |l ast week of the first open season for the UN SERV TSP)
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The sanpl e group of respondents was fairly
representative of the overall Navy popul ation, except it
was slightly nore senior and officer heavy, and contained a

hi gher percentage of bonus eligible personnel.

The conpl et ed questionnaires provided statistically
significant data in a nunber of areas posed in the research
guestions concerning selected aspects of the UNI SERV TSP
program The first section of the questionnaire obtained
rel evant denographic information, e.g., rank, age, conmand,
SRB eligibility, retirement savings prograns, and TSP
participation. Respondents ranged in rank fromE 1l to O5,
and ages 18 to 50 years old. Additionally, 46 percent of
t he respondents were SRB or bonus eligible, 19.6 percent
were actively enrolled TSP participants, and 46 percent
i ndi cated they had not started a retirenment savings

program

The second section of the questionnaire contained 20
Li kert-scal e statenments assessing | evel s of agreenent,
di sagreenent, and neutral perceptions concerning the
UNI SERV TSP, retirenent savings, tax deferred savings, and
education. Responses to the second section were anal yzed
usi ng the Chi-square (goodness of fit) statistical
significance test. A probability acceptance |evel of p <
.05 was used. Al 20 questions received statistically
significant responses at p < .05 or better, except for non-

signi ficant responses obtained on two questions.

The third section of the questionnaire contained
guestions determ ni ng perceived sources of information
regardi ng the UNI SERV TSP program and open-ended questions
concerning the UNI SERV TSP program and the questionnaire in
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general. Results indicated that respondents obtain
information on the UNI SERV TSP program from approxi mately
five main sources, including the TSP website and GVI
sessions. Witten responses are found in Appendi x B (exact
verbiage with mnor edits). Seventy-two respondents

provi ded witten coments about the TSP program and 24
respondents provided comments about the questionnaire in
general. The overarching thenme of the witten responses
was a request for nore information and training on the

UNI SERV TSP program and a desire for matching TSP

contri butions.

Chapter V anal yzes several questions that produced
| arge neutral responses on the questionnaire, and Chapter

VI provides conclusions and recomendati ons.
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V. UNI SERV TSP AND ROTH | RA RETI REMENT
SAVI NGS VEH CLE COMPARI SONS

A. | NTRCDUCTI ON

The questionnaire data in Chapter |V presented various
statenments and concepts to the respondents vyielding
interesting statistically significant, responses to nost of
the statements. The results of several statenents were not
statistically significant and many statenents yi el ded
substantial neutral, or “Neither Agree nor Disagree”
responses. Statenents addressed issues about the
respondents’ perception of training, their personal savings
practices, and their awareness and attitude toward vari ous

i ssues concerning tax deferred retirenent savings.

Questions 26, 27, and 29 asked respondents conparison
guestions regarding both traditional and Roth i ndividual
retirenent arrangenents (IRAs) versus the UNI SERV TSP
These questions and their answers are not readily presented
and addressed during typical General MIlitary Training
(GMI), but nonetheless, are inportant factors to consider
when maki ng personal finance decisions. This chapter
addresses the conparison issues including how the

respondents answered these questi ons.

Question 25 asked the respondents to respond to the
statenent, “I amreasonably sure which type of |IRA
(deducti bl e, non-deductible, Roth) I qualify for based on
my 2001 incone level." Chapter Il1l provided specific
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information on this question with the qualifying guidelines

based on individual household i ncone | evels.

Question 26 asked the respondents to respond to the
statenent, “In general, a non-deductible IRAis a superior
retirement savings vehicle conpared to the newmlitary
TSP.” Question 27 asked the respondents to respond to the
statenment, “In general, a Roth IRAis a superior retirenent
savi ngs vehicle conpared to the newnlitary TSP.”

Question 29 asked the respondents to respond to the
statenment, “In general, a deductible IRA provides simlar

tax advantages as the new mlitary TSP.”

This chapter discusses Questions 26, 27, and 29 in
sone detail, and uses a nodel that allows financial
conpari son of several typical retirenent savers

(hypothetical mlitary nenbers).

B. I NDI VI DUAL RETI REMENT ARRANGEMENTS (| RAS)

The IRAis a tax deferred retirenment savings vehicle
that has been available to mlitary nenbers for many years.
The flexibility of the I RA has expanded in recent years
with the addition of the Roth IRA and again in 2002 with
t he expanded contribution limts for 2002 and beyond
($3,000 per individual in 2002).

The general federal incone tax rules and gui dance for
three types of I RAs (non-deductible, deductible, Roth) were
provided in Chapter I1l. This chapter presents a
hypot hetical quantitative and qualitative conparison for
several typical retirement savers under the three types of
| RAs and the UNI SERV TSP.
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1. Non-deductible |RA

The federal inconme tax guidelines for a non-deductible
| RA do not allow an individual to deduct wage i nconme from
their taxes upon the contribution to an investnment. Sinply
stated, an individual pays taxes on the full arount of
income at their current year’s taxable incone bracket.

Upon withdrawal at the age of 59 %% or older, the individual
is then only required to pay taxes on the anount over and
above the principal contributed, which represents the
grow h or earnings that the investment produced (the growth
anount i s dependant upon the investnent, which could incur
| oses). The anount of principal has already been taxed
before the contribution, but the anobunt of growth that is
wi thdrawn in any one year is then taxable at the

i ndi vidual s federal inconme tax bracket for the year of

wi thdrawal . The foll owi ng hypothetical exanple is provided
for a 40-year old mlitary nenber (gross incone has been

mnimzed to sinplify the cal culations only):

Total gross income: $ 2,352.94
Federal Income taxes due (15% bracket): $ 35294
Total nondeductible IRA investment: $ 2,000.00
Total Value after 20 years (10%, compounded annually): $13,455.00
Portion of Total that Taxes Were Pre-paid On: $ 2,000.00
Portion of Total that Taxes are Still Due (growth or earnings): $11,455.00
*Federal Tax Liability (15% bracket): $ 1,718.25
Net Amount to Individual at Age 60: $11,736.75

*hypothetical federal income tax bracket of 15%, actual percentage will be unknown

Notice that the individual paid taxes on the principal

at the beginning of the investnment, then paid taxes on the
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growt h or earnings upon withdrawal. Thus, the non-
deductible IRAis a tax deferred retirenent investnent
because it defers the tax liability on the gromh or
earnings of the investnent (in this case $1,718.25 was
deferred over the course of 20 years).

2. Deductible IRA

The federal tax guidelines for a deductible IRA allow
an individual to deduct wage inconme fromtheir taxes upon a
deductible IRA contribution to an investnment. An
i ndi vi dual pays taxes only on the renai nder of his incone
at the current federal inconme tax bracket that he occupies
for that year, thereby, deferring tax paynment on the
deducti ble I RA contribution and growth until the investnent
is withdrawn after age 59 2 Sinply stated, an individua
deducts her current year contributions from her current
year’s incone prior to tax conmputation, thus investing tax
free, and pays taxes on the full anobunt of contributions

and earnings (growth) upon w thdrawal .

The tax rules and inplications for a deductible IRA
are treated simlar to those provided by the UNI SERV TSP
with a few nmajor exceptions. These exceptions are
di scussed under the UNISERV TSP later in this chapter.
Since the tax treatnent for these two vehicles (deductible
| RA and UNI SERV TSP) are essentially the sanme, only a
hypot heti cal exanple for the UNI SERV TSP i s presented.
Assunptions concerning inconme |levels, rates of return, and

contri bution anbunts are al so di scussed.
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C. ROTH IRA

The federal tax guidelines for a Roth I RA do not all ow
an individual to deduct wage inconme fromtheir taxes when
maki ng contributions to a Roth IRA investnment. The
i ndi vi dual pays taxes on the full anmount of his incone at
his current year’'s federal inconme tax bracket. Upon
reaching the age of 59 % or older withdrawal s can be nade
with no taxes due on the growmh or earnings (taxes were
previously paid on the principal), provided the individual
has had the account established for at |least 5 years. The
foll owi ng hypothetical exanple is provided for a 40-year-
old mlitary menber (gross inconme has been mnimzed to

simplify the cal cul ati ons only):

Total gross income: $ 2,352.94
Federal Income Taxes Due (15% bracket): $ 35294
Total Roth IRA Investment: $ 2,000.00
Total Value after 20 years (10%, compounded annually): $13,455.00
Portion of Total that Taxes Were Pre-paid: $ 2,000.00
Portion of Total that Taxes are Still Due (growth or earnings): $ 0.00
*Federal Tax Liability: $ 0.00
Net Amount to Individual at Age 60: $13,455.00

*Federal income tax bracket at retirement is no longer a factor

Notice that the individual paid taxes on the principal
at the beginning of the Roth IRA investnent at their
current year’s federal income tax bracket, and then the
i ndi vidual was free of taxes on the growmh or earnings upon
Wi t hdr awal .
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D. UNI SERV TSP

The federal tax guidelines for the UNI SERV TSP al | ow
an individual to deduct wage inconme fromtheir taxes upon a
payrol | deduction and matching contribution to one of the
five investnent options of the UNISERV TSP. An i ndi vi dual
pays taxes only on a portion of her total inconme at the
current federal incone tax bracket that she occupies for
that year, thereby, deferring tax paynent on the UN SERV
TSP contribution and growth anount until the investnment is
w thdrawn after age 59 % (the growth anpbunt is dependant
upon the investnent, the F, C, S, and I funds could incur

| oses).

After contributions, the investnment in the UNI SERV TSP
is allowed to grow tax deferred until w thdrawal at which
time the investor is required to pay federal incone taxes
on the ampbunt w thdrawn according to their tax bracket
during the withdrawal year. The foll ow ng hypothetical
exanple is provided for a 40-year-old mlitary nenber
(gross inconme has been mnimzed to sinplify the

cal cul ati ons only):

Total gross income: $ 2,352.94
Federal Income taxes due (15% bracket): $ 0.00
Total UNISERV TSP Investment (196.08/month): $ 2,352.94
Total Value after 20 years (10%, compounded annually): $15,829.40
Portion of Total that Taxes Were Pre-paid: $ 0.00
Portion of Tota that Taxes are Still Due (principal & earnings):  $15,829.40
*Federal Tax Liability Upon Withdrawal (15% bracket): $ 2,374.41
Net Amount to Individual at Age 60: $13,454.99

*hypothetical federal income tax bracket of 15%, actual percentage will be unknown
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Notice that the investor pays taxes only once during
the investnent life of the UNISERV TSP contri bution — upon
wi t hdrawal after age 59 Y2 A deductible IRA's federal tax
conput ati on works the sanme way as the UN SERV TSP
contribution; an individual pays taxes for both principal

and growt h anounts upon w t hdrawal

The tax rules and inplications for a UNI SERV TSP
contribution are treated simlar to those provided by the
deductible TRAwWth a few maj or exceptions. The first
exception is that individuals nmust qualify for a deductible
| RA.  Individuals nmust be under a certain incone limt,
which is partly based on whether the enployee is covered by
a pension plan. The UNI SERV TSP has no individual federa
i ncone bracket restrictions. The second major exception is
that individuals can only shelter up to $3,000 or $6, 000
per household for 2002 in IRAs unless the individual is
over the age of 50 where they are allowed to shelter an
extra $500 each. The UNI SERV TSP al | ows i ndi vi dua
contributions up to $11,000 in tax year 2002. The third
maj or difference between the deductible I RA and the UN SERV
TSP is the investnment options. The deductible IRA all ows
an investor to choose between literally thousands of
investments ranging in risk and type while the UNI SERV TSP
limts investnents to five options as described in Chapter
[,

The Roth IRA is distinctly different fromthe UN SERV
TSP. The first major difference between a Roth I RA and the
UNI SERV TSP is when tax liability occurs. Under the Roth
| RA, an individual pays federal incone taxes at the tine of

contribution on the principal, but does not pay federal
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income tax on the growth amount. Under the UNI SERV TSP, an
i ndi vi dual pays federal inconme taxes at the tine of

wi t hdrawal on both the principal and growt h anmounts. The
second major difference is that a Roth | RA caps the

i nvestor’s maxi mum contri bution amunt at $3,000 in 2002,
unl ess over the age of 50 in which case the investor’s

maxi mum contri bution amount is $3,500 in 2002 if he is
under the incone |levels discussed in Chapter IIl. In
conparison, the UNI SERV TSP al |l ows individual contributions
of $11,000 in 2002 with no incone |evel restrictions. The
third major difference between the Roth | RA and the UN SERV
TSP is the investnent options. The Roth IRA allows an

i nvestor to choose between literally thousands of
investnents ranging in risk and type while the UNI SERV TSP
l[imts investnment options to five prograns as described in
Chapter 111.

The foll ow ng section mathematically conpares the Roth
| RA and UNI SERV TSP under vari ous scenari 0s.

E. ROTH IRA VS, UN SERV TSP COVPARI SON MODEL

In order to further conpare the UNI SERV TSP and Rot h
| RA i nvestnments a nodel was created to allow for a variety
of different input options including: nonthly contribution
amounts, rates-of-return, wthdrawal amounts, federal tax
rates upon contribution and wthdrawal, and contri bution
start and stop ages. The nodel will allow a hypotheti cal
mlitary menber to predict the after-tax val ue, under given
assunptions, of the retirenent savings vehicles under

conpari son
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The general rules and najor exceptions for severa
popul ar retirement savings vehicles were explained in
Chapter 11l and further discussed in this chapter. 1In
order to focus on a sinple conparison, and given that the
tax treatnment for a tax deductible traditional IRA is
simlar to the tax treatnent of the UNI SERV TSP, the
deductible IRA is excluded fromour nodel to prevent
redundancies. Note that the income limts on the
deducti ble I RA prevent many individuals fromqualification.
Al so note that the higher contribution limts for the
UNI SERV TSP, when conpared to the deductible IRA give it a
hefty advant age over the deductible IRAin regards to total

annual contri bution doll ars.

The tax treatnment of a contribution to a non-
deductible traditional I RA was al so presented in Chapter
1l and further discussed in this chapter. Since the
contribution to a non-deductible IRA is taxed up-front and
the grom h anount is taxed upon wthdrawal, no clear
advantage is achieved by this vehicle as conpared to the
two remaining retirement savings vehicles (UNI SERV TSP and
the Roth IRA). In fact, the non-deductible IRA is always
at a disadvantage to the renai ni ng savi ngs vehicl es when
conparing the final “net value” after contributions, growth
and tax effects. The calculations in the hypothetical
exanpl e used in the non-deductible I RA cal cul ati ons above

highlighted this effect and its final outcone.

Additionally, prelimnary analysis was conducted on
t he non-deducti ble I RA vehicle through the nodel, and it
was again confirned that it did not conpete well against
the UNI SERV TSP or the Roth I RA under a variety of
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scenarios. Gven the results, the non-deductible | RA was

al so dropped fromthe nodel

After accounting for the above excl usions, two
retirement savings vehicles remained for nodel analysis:
the UNI SERV TSP and the Roth IRA. The tax treatnent of
contributions and withdrawal s for these two vehicles are

mar kedly different as nentioned earlier.

There are a nunber of different input assunptions that
must be made when predicting the value of an investnent in
a retirenent savings vehicle for a hypothetical mlitary
nmenber. The first assunption is the tax rate at which a
menber is being taxed when contributing to either vehicle
(various tax rates will be used). A second assunption is
the rate of return at which the investnent will conpound
(10 percent conpounded annually will be used). A third
assunption is the tax rate at which the nmenber will be
taxed upon the first and subsequent withdrawals fromthe
retirement savings account (various tax rates will be
used). This third assunption is probably the nost
difficult to predict because it is dependant upon several
factors. A retired mlitary nenber would have a nonthly
pensi on check fromthe mlitary's defined benefit plan,
which is considered taxable income. At some point while a
menber is in his or her 60's, Social Security inconme would
be received in addition to the nonthly pensi on check.
Additionally, other incone froma nultitude of sources my
be included in the nenber’s yearly gross incone to place a
si xty-year-old individual at an unknown incone | evel and
therefore resulting in an unknown federal tax rate. No one

can accurately predict how nmuch noney a person wll have
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upon retirement or predict at what rate the federal
governnment will tax individuals at the tinme of retirenent
when that event is twenty or nore years into the future.
Therefore, we have included several scenarios in our nodel
for a nore conplete analysis. The decision as to what
retirement savings vehicle to use is an individual decision
that must be made by each mlitary nmenber’ s uni que

situation of inputs and expected out put vari abl es.

Scenari o #1

The first scenario or set of assunptions involves
tw n, 20-year-old sailors naned Tom and Mark who are both
in the 15 percent federal incone tax bracket. Tom
contributes $100 per nmonth to the UNI SERV TSP, while Mark
contributes the same $100 per nonth to a Roth IRA. Tom s
tax deductible TSP contribution is fully applied to his
account, while Mark has to pay taxes at the 15 percent rate
on his pre-invested dollars, thus investing only $85 of his
desired contribution amount. Upon mlitary retirenent,
both sailors have nade 20 years of contributions to their
pl an. They both allow their accounts to grow under an
assumed rate of return of 10 percent conpounded annually.
No further contributions are made after 20 years, and at
the age of 60 they both begin systematic withdrawals. At
this time we will assune that both Tom and Mark have enough
income to place themin the 28 percent federal incone tax
bracket. They both decide to withdraw an “after-tax
amount” that will net them $38,660 per year. At this
wi t hdrawal anmount, the balance of Tomis UNI SERV TSP account
has declined to approximately $295 of taxable dollars at
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age 80, while Mark’s Roth | RA account has an approxi mate
bal ance of $491,681 tax free dollars remaining at age 80.
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Scenario #1 Model

DATA INPUT AREA

Monthly contribution amount $100.00
Age when contributions start 20
Age when contributions stop 40
Age when withdrawals begin 60
Assumed yearly return 10.00%
Annual withdrawal amount at retirement $38,660.00

Tax rate (before retirement)

15%

Tax rate (after retirement)

28%

Value of TSP Value of Roth IRA
Value Criteria (Pretax) (after tax $)
Value after contribution
period $75,936.88 $64,546.35
Value after growth period $510,865.38 $434,235.57

WITHDRAWAL AREA

Age Withdrawal year Value of_TSP Value of R_oth IRA
(after taxed withdrawal) (No tax at withdrawal)
60 41 $502,888.03 $435,133.13
61 42 $494,112.94 $436,120.44
62 43 $484,460.35 $437,206.49
63 44 $473,842.50 $438,401.14
64 45 $462,162.86 $439,715.25
65 46 $449,315.25 $441,160.78
66 47 $435,182.89 $442,750.85
67 48 $419,637.29 $444,499.94
68 49 $402,537.13 $446,423.93
69 50 $383,726.95 $448,540.33
70 51 $363,035.76 $450,868.36
71 52 $340,275.45 $453,429.19
72 53 $315,239.10 $456,246.11
73 54 $287,699.12 $459,344.73
74 55 $257,405.15 $462,753.20
75 56 $224,081.77 $466,502.52
76 57 $187,426.06 $470,626.77
77 58 $147,104.78 $475,163.45
78 59 $102,751.37 $480,153.79
79 60 $53,962.62 $485,643.17
80 61 $294.99 $491,681.49
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O her scenarios for Tomand Mark are shown in Appendi x
C-1 that maintain the sane federal incone tax rates for
contributions and withdrawals, but alter the contribution
rate, age at which a nenber starts and stops contributions,
and wi t hdrawal ampbunts. Under six various scenarios that
were run through the nodel at the 15 percent federal tax
rate in, and the 28 percent federal tax rate out, the Roth

| RA consistently had the hi gher account bal ance.

Scenari o #2

The second scenario or set of assunptions involves
tw n, 20-year-old sailors naned Ashl ey and Krista who are
al so both in the 15 percent federal incone tax bracket.

Ashl ey contributes $100 per nonth to the UNI SERV TSP, while
Krista contributes the sane $100 per nonth to a Roth | RA
Ashl ey’ s tax deductible TSP contribution is fully applied
to her account, while Krista has to pay taxes at the 15
percent rate on her pre-invested dollars, thus investing
only $85 of her desired contribution amunt. Upon mlitary
retirement, both sailors have nmade 20 years of
contributions to their plan. They both allow their
accounts to grow under an assunmed rate of return of 10

per cent conpounded annually. No further contributions are
made after 20 years, and at the age of 60 they both begin
systematic withdrawals. At this time we will assune that
both Ashley and Krista have enough incone to place themin
the 15 percent federal incone tax bracket. They both
decide to withdraw an “after-tax amount” that will net them
$45, 643. 50 per year. At this w thdrawal anmount the bal ance
of Ashley’s UNI SERV TSP account has declined to
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approxi mately $28.10 of taxable dollars at age 80, while
Krista’s Roth I RA account has declined to an approxi mate
bal ance of $23.89 of tax free dollars by age 80.

111



Scenario #2 Model

DATA INPUT AREA

Monthly contribution amount $100.00
Age when contributions start 20
Age when contributions stop 40
Age when withdrawals begin 60
Assumed yearly return 10.00%
Annual withdrawal amount at retirement $45,643.50

Tax rate (before retirement)

15%

Tax rate (after retirement)

15%

Value Criteria Value of TSP Value of Roth IRA
(Pretax) (after tax $)
Value after contribution
period $75,936.88 $64,546.35
Value after growth period $510,865.38 $434,235.57

WITHDRAWAL AREA

Age Withdrawal year Value of_TSP Value of R_oth IRA
(after taxed withdrawal) (No tax at withdrawal)

60 41 $502,883.86 $427,451.28
61 42 $494,104.19 $419,988.56
62 43 $484,446.55 $411,779.56
63 44 $473,823.14 $402,749.67
64 45 $462,137.40 $392,816.79
65 46 $449,283.08 $381,890.62
66 47 $435,143.33 $369,871.83
67 48 $419,589.60 $356,651.16
68 49 $402,480.50 $342,108.43
69 50 $383,660.50 $326,111.42
70 51 $362,958.49 $308,514.71
71 52 $340,186.28 $289,158.33
72 53 $315,136.84 $267,866.32
73 54 $287,582.47 $244,445.10
74 55 $257,272.66 $218,681.76
75 56 $223,931.87 $190,342.09
76 57 $187,256.99 $159,168.44
77 58 $146,914.63 $124,877.44
78 59 $102,538.04 $87,157.33
79 60 $53,723.78 $45,665.22
80 61 $28.10 $23.89
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O her scenarios for Ashley and Krista are shown in
Appendi x G2 that maintain the sane federal inconme tax
rates for contributions and withdrawals, but alter the
contribution rate, age at which a nenber starts and stops
contributions, and w thdrawal anmounts. Under six various
scenarios that were run through the nodel at the 15 percent
federal tax rate in, and the 15 percent federal tax rate
out, the UNI SERV TSP and Roth | RA consistently had simlar

account bal ances.

Scenari o #3

The third scenario or set of assunptions involves
twin, 20-year-old sailors naned Logan and Austin who are
both in the 28 percent federal inconme tax bracket. Logan
contri butes $100 per nmonth to the UNI SERV TSP, while Austin
contri butes the sanme $100 per nonth to a Roth IRA. Logan’s
t ax deductible TSP contribution is fully applied to his
account, while Austin has to pay taxes at the 28 percent
rate on his pre-invested dollars, thus investing only $72
of his desired contribution amount. Upon mlitary
retirement, both sailors have nade 20 years of
contributions to their plan. They both allow their
accounts to grow under an assuned rate of return of 10
percent conpounded annually. No further contributions are
made after 20 years, and at the age of 60 they both begin
systenmatic w thdrawal s. At this time we will assune that
bot h Logan and Austin have enough incone to place themin
the 15 percent federal incone tax bracket. They both
decide to withdraw an “after-tax anmount” that will net them

$38, 660 per year. At this withdrawal anmount the bal ance of
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Austin’s Roth | RA account has declined to approximtely
$212.00 of tax free dollars at age 80, while Logan’s

UNI SERV TSP account has an approxi nate bal ance of $578, 449
of taxable dollars remaining at age 80.
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Scenario #3 Model

DATA INPUT AREA

Monthly contribution amount $100.00
Age when contributions start 20
Age when contributions stop 40
Age when withdrawals begin 60
Assumed yearly return 10.00%
Annual withdrawal amount at retirement $38,660.00

Tax rate (before retirement)

28%

Tax rate (after retirement)

15%

Value Criteria Value of TSP Value of Roth IRA
(Pretax) (after tax $)
Value after contribution
period $75,936.88 $54,674.56
Value after growth period $510,865.38 $367,823.07

WITHDRAWAL AREA

. Value of TSP Value of Roth IRA

age Withdrawal year (after taxed withdrawal) (No tax at withdrawal)

60 41 $511,921.33 $362,079.38
61 42 $513,082.88 $355,761.32
62 43 $514,360.57 $348,811.45
63 44 $515,766.04 $341,166.60
64 45 $517,312.06 $332,757.26
65 46 $519,012.68 $323,506.98
66 47 $520,883.36 $313,331.68
67 48 $522,941.10 $302,138.85
68 49 $525,204.63 $289,826.73
69 50 $527,694.50 $276,283.41
70 51 $530,433.36 $261,385.75
71 52 $533,446.11 $244,998.32
72 53 $536,760.13 $226,972.15
73 54 $540,405.56 $207,143.37
74 55 $544,415.53 $185,331.71
75 56 $548,826.49 $161,338.88
76 57 $553,678.55 $134,946.76
77 58 $559,015.82 $105,915.44
78 59 $564,886.81 $73,980.98
79 60 $571,344.91 $38,853.08
80 61 $578,448.81 $212.39
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O her scenarios for Logan and Austin are shown in
Appendi x C-3 that nmaintain the sane federal inconme tax
rates for contributions and withdrawals, but alter the
contribution rate, age at which a nenber starts and stops
contributions, and wi thdrawal amounts. Under six various
scenarios that were run through the nodel at the 28 percent
federal tax rate in, and the 15 percent federal tax rate
out, the UNI SERV TSP consistently had the hi gher account

bal ance.

Scenari o #4

The fourth scenario or set of assunptions involves
twin, 20-year-old sailors named Dawn and Hal lie who are
al so both in the 28 percent federal incone tax bracket.
Dawn contri butes $100 per nonth to the UNI SERV TSP, while
Hal lie contributes the sane $100 per nonth to a Roth | RA
Dawn’ s tax deductible TSP contribution is fully applied to
her account, while Hallie has to pay taxes at the 28
percent rate on her pre-invested dollars, thus investing
only $72 of her desired contribution amount. Upon mlitary
retirement, both sailors have nade 20 years of
contributions to their plan. They both allow their
accounts to grow under an assuned rate of return of 10
percent conpounded annually. No further contributions are
made after 20 years, and at the age of 60 they both begin
systematic withdrawals. At this tine we will assune that
bot h Dawn and Hal lie have enough incone to place themin
the 28 percent federal incone tax bracket. They both
decide to withdraw an “after-tax anmount” that will net them
$$38, 660 per year. At this withdrawal anmount the bal ance
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of Dawn’s UNI SERV TSP account has declined to approxi mately
$295 of taxable dollars at age 80, while Hallie's Roth I RA
account has an approxi mate bal ance of $212 of tax free

dol I ars by age 80.
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Scenario #4 Mode

DATA INPUT AREA

Monthly contribution amount $100.00
Age when contributions start 20
Age when contributions stop 40
Age when withdrawals begin 60
Assumed yearly return 10.00%
Annual withdrawal amount at retirement $38,660.00

Tax rate (before retirement)

28%

Tax rate (after retirement)

28%

Value Criteria

Value of TSP (Pretax)

Value of Roth IRA (after

tax $)
Value after contribution
period $75,936.88 $54,674.56
Value after growth period $510,865.38 $367,823.07

WITHDRAWAL AREA

. Value of TSP Value of Roth IRA

age Withdrawal year (after taxed withdrawal) (No tax at withdrawal)

60 41 $502,888.03 $362,079.38
61 42 $494,112.94 $355,761.32
62 43 $484,460.35 $348,811.45
63 44 $473,842.50 $341,166.60
64 45 $462,162.86 $332,757.26
65 46 $449,315.25 $323,506.98
66 47 $435,182.89 $313,331.68
67 48 $419,637.29 $302,138.85
68 49 $402,537.13 $289,826.73
69 50 $383,726.95 $276,283.41
70 51 $363,035.76 $261,385.75
71 52 $340,275.45 $244,998.32
72 53 $315,239.10 $226,972.15
73 54 $287,699.12 $207,143.37
74 55 $257,405.15 $185,331.71
75 56 $224,081.77 $161,338.88
76 57 $187,426.06 $134,946.76
77 58 $147,104.78 $105,915.44
78 59 $102,751.37 $73,980.98
79 60 $53,962.62 $38,853.08
80 61 $294.99 $212.39
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O her scenarios for Dawn and Hallie are shown in
Appendi x C-4 that maintain the sane federal inconme tax
rates for contributions and withdrawals, but alter the
contribution rate, age at which a nenber starts and stops
contributions, and wi thdrawal anounts. Under six various
scenarios that were run through the nodel at the 28 percent
federal tax rate in, and the 28 percent federal tax rate
out, the UNI SERV TSP and Roth | RA consistently had simlar

account bal ances.

F. SUMVARY

Thi s chapter provided additional insight to questions
26, 27, and 29 of the questionnaire (Appendix A) where many
respondents provided neutral or undeci ded responses when
conparing an |RA wth the UNI SERV TSP. Although each of
the four retirement savings vehicles discussed have
advant ages and di sadvant ages, the nodel exercised in this
section differentiated key quantitative differences using

assunptions and holding certain variabl es constant.

The overall analysis showed that if an individual
remains in the same federal inconme tax bracket for
contributions and withdrawals, the UNI SERV TSP, deducti bl e
| RA and Roth I RA provide nearly identical investnent
dollars after all federal income tax inplications are
considered. On the other hand, if sonmeone’s federal incone
tax bracket during contribution years is greater than their
tax bracket during withdrawal years, the tax advantages of
the UNI SERV TSP are superior after federal inconme tax
inplications are considered. |f someone’s federal incone
tax bracket during contribution years is lower than their
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tax bracket during withdrawal years, the tax advantages of
the Roth | RA are superior after federal inconme tax
inplications are considered. These tax inplications are
based on identical investnents by individuals and ignore

t he advant ages the UNI SERV TSP has over the Roth IRA in
contribution limts ($11, 000 vice $3, 000 respectively) and
advantages in different investnent options that Roth |IRA
has over the UN SERV TSP.

In the end, the mlitary nenber nmakes the ultimte
deci sion on the best retirenent savings programto use
along with the specific investnent anounts and schedul e.
The mlitary nenber also bears considerable risk, thereby
i ncreasi ng the value of tinely and thorough training and
education on the topic. In sumary, one shoul d consider
all the advantages and di sadvant ages posed by the
tradi tional non-deductible IRA, traditional deductible |IRA,
Roth I RA, and UNI SERV TSP before investing for retirenent
to ensure that investnent decisions are explicit and not
haphazar d.
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VI . CONCLUSI ONS AND RECOMMVENDATI ONS

A, SUMVARY

The Unifornmed Service Thrift Savings Plan (UN SERV
TSP) was first offered to mlitary nmenbers on Cctober 9,
2001 during its initial open season. Approximately four
mont hs | ater on January 31, 2002 when the open season
ended, DFAS reported that 212,647 or 14.4 percent of
uniformed mlitary service nenbers (includes active,
reserves and National Guard) decided to set aside a portion
of their incone toward this tax deferred retirenent savings

account.

The purpose of this study was to anal yze vari ous
aspects of the UNI SERV TSP, which included neasuring the
| evel of understanding and perception that mlitary nmenbers
have concerning the new program O her portions of the
research invol ved assessing the training, education, and
awareness levels that mlitary nenbers possess in the areas
of personal finance and federal incone tax incentives
related to retirement savings vehicles. To this end, a 35-
guestion witten questionnaire (provided in Appendi x A) was
devel oped and adm nistered to a sanple popul ati on of 189
mlitary nmenbers that closely resenbled the total Navy's
popul ati on (sanple group was slightly nore senior).
Addi tionally, the questionnaire provided space for
respondents to express other feelings, ideas, and opinions
not specifically addressed in the structured questions.
The purpose of the questionnaire was to obtain quantitative

and qualitative data concerning the UNISERV TSP in order to
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answer our primary and secondary research questions. A
conpl ete summary of the questionnaire s overall responses
and statistical results are provided in Chapter 1V and
Appendi x B of this thesis.

The questionnaire asked respondents to eval uate
several statenents that nade conpari sons between vari ous
| RA progranms and the UNI SERV TSP. These st atenent
conpari sons produced an extrenely high nunber of neutra
responses fromthe sanple population. |In response to the
hi gh neutral response rate a spreadsheet nodel was created
and utilized in Chapter V to address these chall engi ng
conpari sons of retirement savings vehicles in various
hypot heti cal scenarios with given federal incone tax rates
and ot her key assunptions. This spreadsheet nodel is a
t ool developed to find the best retirenent saving vehicle
options available to sailors under given assunptions and
provi des val uabl e insight into when a particular retirenent
savings vehicle is better than another and under what

condi ti ons.

Data results from Chapter IV and V along with
background and literature review information from Chapter
Il and Ill formthe basis for the foll ow ng concl usi ons and
recommendati ons regarding the UNIl SERV TSP. Al so discussed
in this chapter are areas of further discussion concerning
mat chi ng contri butions, possible funding sources, and areas
of recomrended future research topics relating to this

subj ect.
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B. CONCLUSI ONS

This study produced one overall primry conclusion and

several sub-conclusions that will be addressed and

di scussed below. The basis of the primary concl usion and

t he sub-concl usions can be found in Chapter IV, Appendix B

and in the verbiage foll ow ng.

Pri mary Concl usi on:

>

The |l evel of training received to date is

i nadequate and insufficient for Navy personnel to
make educated and inforned decisions concerning

t he UNI SERV TSP

Sub- Concl usi ons:

>

>

>

>

In general, mlitary nmenbers have a relatively

| ow | evel of understanding of federal incone tax
i ncentives concerning retirenent savings

pr ogr ans.

A majority (60 percent) of Navy personnel have
di sposabl e incone that they can contribute toward
retirement savings.

A non-mat chi ng UNI SERV TSP had no neasur abl e
effect on retention or recruitnent.

Participation would dramatically inprove by 200
percent if UNI SERV TSP provi ded mat chi ng
contributions (from 20 percent to 60 percent).

Al nost half of all respondents indicated that
mat ching TSP contributions for critical ratings
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and a non-matching TSP for non-critical ratings
is unfair.

» Alnost half of all respondents indicated they are
not saving for retirenent at all.

The UNI SERV TSP is a new programthat was of fered and
introduced to mlitary personnel for the first tine
approxi mately four nonths before the questionnaire of this
study was adm ni stered. Sone factors that nust be
consi dered when reviewi ng the results and concl usi ons of
this study are that many military personnel are young and
may not be as concerned about retirenment savings as ol der
enpl oyees might be. Additionally the high rate of
personnel turnover or “churn” into and out of mlitary
servi ce and between bases, posts, and commands present

their own unique training challenges for the services.

Nevert hel ess, now that the first open season has
concl uded and we have eval uated and assessed the training,
educati on, understandi ng, and awareness | evel that a sanple
popul ati on of Navy personnel possess in the areas of this
study we can nmake these conclusions. A thorough
under st andi ng of the UNI SERV TSP success cannot be neasured
in participation rates or contribution rates al one.
Through the use of periodic feedback or “testing” froma
cross-section of mlitary nmenbers (participants and non-
participants, young and old, junior and senior, etc.) in
addition to the contribution and participation rates, a
nore accurate perspective could energe. This conbi ned

process is needed to accurately neasure, evaluate, and
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assess the programin terns of enlisted personnel

under st andi ng and partici pation.

Statistically significant results from questions 12,
13, 25, and 29 of the questionnaire provided evidence and
support of the overall conclusion of this study and show
t hrough various angl es of approach the fundanmental |ack of
under st andi ng, education, and know edge that Navy personne
possess when asked to make deci sions regardi ng the UN SERV
TSP. The multitude of comrents from Appendi x B concerni ng
the lack of training and the desire for nore information on
t he program coupled with the lack of statistically
significant results fromquestion 20 and 26 provide even
nore conpel ling evidence and support for our primry
conclusion. Al of the conclusions made above are
supported at the p < .01 level of significance with the

exception of question 20 and 26.

C. RECOMVENDATI ONS

The predom nant reconmendation fromthe results of
this study concerns the definite need for senior |eadership
to increase conmtnent and resources toward training al
Navy personnel on the nechanics and |ong term benefits of
t he UNI SERV TSP

O her recommendati ons i ncl ude:

Devel op a training programfor Navy personne

t hat address all areas of financi al
responsibility that the typical sailor encounters
during the course of his/her career.
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| f provided, a matching contribution should be
avail able equally to all mlitary personne

regardl ess of rating, rank, or tine in service.

The need to restructure and tailor training toward
basi ¢ personal finance, federal incone tax incentives, and
the effects taxes have on retirenent savings in addition to
a further explanation on the advantages of a diversified
investnent is clear. This task involves the |eadership of
CNET, PERSCOM (BUPERS), Conmandi ng Oficers, Executive
O ficers, Command Financial Specialists, Career Counselors

and the entire Chain of Conmand.

If the true goal of the UNISERV TSP programis to
increase retirenment savings the mlitary needs to take nore
of a vested interest in educating and training its

personnel in all aspects of financial responsibility.

The Navy is and has been a “social institution” for as
long as it has existed. Young inpressionable people join
the service and are nolded into mature responsi ble nen and
wonen. During this nolding process the Navy teaches
sailors an entirely newlife style to conformto mlitary
standards. Sailors are taught how to fold cl othes, brush
their teeth, operate weapons and equi pnent, and how to
fight and win wars. As a social institution the Navy has
taken responsibility for every aspect of a sailor’s life in
order to neet its needs of being able to i medi ately
nmobi i ze and deploy its personnel for extended peri ods.
Story after story exists about sailors in financial
troubles as they attenpt to balance their earnings with the

needs and wants as an individual and as a famly.
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Recently, Congress mandated that the Navy and the other
services provide financial training to their sailors,
marines, airmen, and soldiers. This financial training is
| ong past due and should cover the breadth of financi al
responsibility and not focused solely on controlling
expenses and debt. The mlitary needs to teach the entire
spectrum from bal anci ng checkbooks, devel opi ng budgets,
personal savings, federal and state tax inplications,
retirenment savings vehicles, maintaining a good credit

hi story, | oans, investing, and other aspects involved in
maki ng and spendi ng noney. The tinme and energy spent wl|
reap benefits across the board for the Navy as it strives
to have better educated and trained sailors for the

duration of the 21°' century.

Wien the mlitary has thoroughly trained its
personnel, its menbers will be able to make educated
choices for their particular financial situation whether
is IRAs, TSP's, or other neans of investing for the
future.

D. AREAS OF FURTHER DI SCUSSI ON

During the course of this study a nunber of topics
relating to the UNI SERV TSP coincided with its current
direction. As nentioned earlier, each service branch is
aut hori zed to match contributions for critical skil
personnel in exchange for reenlistnent. Funding for this
match is an internal decision that each service nust find

wWithin its current budget.

The UNISERV TSP in its current non-contribution

matching state is a valuable tool for mlitary nenbers to
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increase their retirenment savings through payrol
contributions, whether it is in addition to another
retirenment savings vehicle or by itself. It also provides
exceptional flexibility as a tool for the |unp sum $30, 000
REDUX paynent if menbers choose to accept a reduced
retirement in exchange for the [unp sum paynent.
Additionally, the programis a valuable tax shelter for al
or parts of SRB paynents for nenbers who chose to use it

for that purpose and tuck the noney away for retirenent.

A sizable portion of mlitary pay is already non-
t axabl e as di scussed in Chapter Il of this thesis. This
non-taxabl e portion may put many mlitary nenbers in a 15
percent federal income tax bracket that otherw se may fall
in a higher bracket without the tax benefit. Analysis in
Chapter V suggests that if a mlitary nenber is currently
inarelatively low (15 percent) federal incone tax bracket
s/he may want to take a serious |look at the Roth I RA for
the first $3,000 ($6,000 per household of two) of a REDUX
or SRB paynent. After maxim zing the Roth IRA
contribution, the menber nmay then want to consider the
UNI SERV TSP for the renmining portion of the desired
contribution that can be afforded. The same principles can
al so be said for regular contributions fromnonthly payr ol
anmounts for nmenbers in a |low federal income tax bracket
since the Roth I RA can have conpel ling advant ages over the
UNI SERV TSP. |f nenbers are in a higher tax bracket (28 or
36 percent) the Roth | RA advantages start to dw ndl e away
and the UNI SERV TSP becones a nore val uabl e tool.

| f DOD wanted to make the UNI SERV TSP nore attractive
to personnel as conpared to the Roth IRA it would have to
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mat ch contributions and face the decision of where to find
the funding for such a program The SRB programas it
currently exists appears to be a useful tool and a
successful programfor the mlitary to conpensate personne
incritical skills while nmeeting mlitary manpower needs.

In contrast to nost enployers, the mlitary primarily
uses a basic pay scale based on rank and |ongevity vice a
fl exi ble salary scal e based on supply and demand for
personnel in critical skills. The SRB programis a
flexible tool that gives the mlitary the ability to adjust
to its manpower demands. Further evidence of the need for
t he SRB program conmes fromthe Congressional Budget O fice
(CBO) testinmony of Christopher Jehn. He states,

that dollars spent on deferred conpensation, such
as retirenent pay, have |less inpact on retention
than dollars spent on the pay and benefits that
service nmenbers receive while still on active
duty. [Ref. 25, p. 1]

In summary, the use of SRB funds to provide matching
contributions appears to be a poor idea for the DOD. An
option discovered during the course of this research that
m ght present a viable option for DOD to provide matching
contributions for the UNISERV TSP is di scussed bel ow.

Over the past several years, substantial progress has
been nmade to increase mlitary conpensation. For instance,
on January 1, 2002 mlitary nenbers received an average
Basi ¢ Pay increase of approximtely 6.5 percent, while
Basi c Al l owance for Housing (BAH) increased to close the 15
percent out-of - pocket gap further and a substantial Career
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Sea Pay increase was inplenented to address the approxi mate
20 year pay stagnation in that area. In 2003, when a pay
raise predicted to be at least 4.1 percent is sent to
Congress for approval the funds could be split into two
groupi ngs. One portion could be used to performan across
the board pay raise to all mlitary personnel, while

anot her portion could be diverted toward partial matching
UNI SERV TSP contributions. This split would present a
positive effect for the | ong-term DOD budget since it would
now fund a | ower level of retirenment pay. The mlitary
menmber woul d recei ve what s/ he perceives as “free noney” in
the formof a matching TSP contribution, while the federal
government woul d | essen the future liability of what is
owed to retired mlitary nenbers. This liability deduction
woul d occur since the noney diverted to TSP woul d not have
to be paid to nenbers during their retirenent years and

woul d stop upon their separation from service.

I n essence, DOD woul d nmake retirenent paynents based
on a | ower Basic Pay anount since the pay raise of 2003 was
|l ower. Although the mlitary would still be required to
make mat chi ng paynents beyond 2003 the true savi ngs woul d
be in formof what is owed to retirees. Mlitary nenbers
who served | ess than 20 years would get “sonething” in the
formof retirenent savings (portable matched TSP funds),
while 20 year careerist would still receive a lucrative
retirement in the formof a slightly reduced 20-year
retirement paynent offset by a matched defined contribution

pl an.

Anot her and possibly better option is to reconstruct

mlitary conpensation and retirenent benefits in their
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entirety. A golden opportunity to reconstruct or reinvent
mlitary conpensation and retirement benefits was upon the
mlitary just a few years ago when the mlitary repealed
REDUX and gave nenbers the choice of “H gh Three” or *“REDUX
with a $30,000 [unp sum paynent” at the 15-year mark. At
that time a matching UNI SERV TSP coul d have been

i npl enmented in conjunction with the 40 percent retirenent
paynment and t he $30, 000 REDUX | unp sum paynent woul d not

have been needed.

As nmentioned in Chapter Il, mlitary conpensation is a
“conpl ex patchwork” of pays and benefits. At sone point
the entire mlitary conpensati on package needs to be
conpl etely overhaul ed and redesi gned. There is demand and
a need for mlitary nenbers who want to conplete 8-12 years
of service and nove on. The current conpensati on system
does not reward these nenbers and thus the mlitary
routinely msses the opportunity to attract and retain

t hese personnel .

E. SUGGESTED AREAS OF FUTURE RESEARCH

Regul ating equitable and fair conpensation for the
mlitary that attracts, retains, notivates and rewards
menbers for increased productivity is a difficult and
chal l enging task. Does the current mlitary conpensati on
package adequately provide for all these aspects? As the
mlitary relies nore heavily on technol ogy and ri sk
managenment a new and different breed of sol dier, airmn,
marine, and sailor is required to fulfill the m ssion.
Does the mlitary conpensation package have to be adjusted

to attract and retain this new breed of service nenber? As
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t he general popul ation of American citizens |ive and work

| onger, should the m ninum 20-year mlitary retirenent plan
be extended or the 50 percent paynent (H gh Three) of basic
pay further reduced? These three questions are rel evant
for further research

More specifically, if a defined benefit plan and
defined contribution plan (partial matching) are both
of fered what anobunt of each is optinmal? Since defined
benefit plans are expensive and provi de budgeting
difficulty it would seem hel pful to conpare the costs and
benefits to DOD if it decided to scal e back the 20-year
retirement systemin favor of a matching UNI SERV TSP
program
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APPENDI X A — TSP QUESTI ONNAI RE

Disclaimer: The enclosed questionnaire is the product of (2) Naval Postgraduate School
students in their fulfillment of a graduate degree research study (thesis) and is not
affiliated with or endor sed by the Federal Retirement Thrift Investment Board (FRTIB),
N130 Office of Navy Compensation, the Uniformed Service Thrift Savings Program
(UNISERV TSP), or the Department of Defense in anyway .
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NAVAL POSTGRADUATE SCHOOL THESIS RESEARCH QUESTIONNAIRE
ON RETIREMENT SAVINGS

Thank you for your cooperation and participation in this survey. Please complete
the entire questionnaire. Y our anonymity is absolutely promised. NO names or
persona identification information of any kind will be collected or used. Please ask the
administrator for clarification on any acronyms that are unfamiliar to you.

Demographic information:

1. Paygrade (ex: B2, W-2, O-1, etc.):

2. Ageonyour last birthday?

3. () Mae ( ) Female

4. Current command: Branch of Service:

5. Current yearsmonths of military service: years months

6. Current End of Active Obligated Service (EAOSETYS): (month &
year)

7. Areyou in an SRB digiblerating? (please circle) YES NO

8. Circlethe retirement program(s) that you currently participate in (all that apply):
ROTH IRA TSP TRADITIONAL IRA OTHER NONE
9. If you circled the military TSP program above: Which fund(s)?

What percent are you contributing from basic pay to TSP?

What percent of specia/incentive pay to TSP?

10. If you are NOT currently enrolled in the military TSP program, do you intend to
enrall in the near future? (please circle)
YES NO

If YES, what percent of your basic pay will you alot?

What percent of your special/incentive pay will you allot?

11. If you are contributing savings toward retirement, at what age did you
begin?
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For the following questions, please use the scale shown below when indicating your
answer by circling the appropriate numbered response to each question:

1 2 3 4 5
Strongly Disagree Neither Agree Strongly
Disagree Agreenor Agree

Disagree

Please respond to each statement:

12. My command has offered me training and educational material on the new military
TSP?

13. The new military TSP has been clearly explained to me and | understand it.

1 2 3 4 5

14. The new military TSP is a valuable benefit to me.

1 2 3 4 5

15. The new military TSP provides compar able benefits to al participants regardless of
paygrade.

1 2 3 4 5

16. Tax deferred retirement savings are important to me.

1 2 3 4 5

17. My retirement savings will improve by using the new military TSP.

1 2 3 4 5

18. | have adisciplined monthly household savings plan that | adhere to.

1 2 3 4 5
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1 2 3 4 5

Strongly Disagree Neither Agree Strongly
Disagree Agreenor Agree
Disagree

Please respond to each statement:

19. My current income does not alow me to contribute to retirement savings at thistime.
1 2 3 4 5

20. | understand the basic objectives of the different TSP investment options

(G,F, C, S, and | Funds).

1 2 3 4 5

21. The new military TSP gives me moreincentiveto stay in the military.
1 2 3 4 5
22. The new military TSP makes military retirement compensation more compar able
with civilian company 401(k) plan retirement benefits.
1 2 3 4 5
23. (Suppose you were a graduating high school or college student)
The new military TSP would play a factor in choosing the military as your employer.
1 2 3 4 5
24. The tax incentives involved with the new military TSP are strong enough to
convince me to participate.

1 2 3 4 5
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1 2 3 4 5

Strongly Disagree Neither Agree Strongly
Disagree Agreenor Agree
Disagree

Please respond to each statement:

25. | am reasonably sure which type of IRA (deductible, non-deductible, Roth) | qualify
for based on my 2001 income level.

1 2 3 4 5
26. In genera, anon-deductible IRA is a superior retirement savings vehicle compared
to the new military TSP.

1 2 3 4 5
27. Ingenerd, aRoth IRA is asuperior retirement savings vehicle compared to the new
military TSP.

1 2 3 4 5
28. The Roth IRA contribution ceiling ($3,000/person and $6,000/household for 2002)
limits the amount | can contribute to retirement savings per year.

1 2 3 4 5

29. In general, adeductible IRA provides similar tax advantages as the new military
TSP.

30. | would participate or increase my contribution if the new military TSP matched a
portion of my contribution.

1 2 3 4 5
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1 2 3 4 5

Strongly Disagree Neither Agree Strongly
Disagree Agreenor Agree
Disagree

Please respond to each statement:

31. If SRB/bonus €ligible (assume you are if not), | would be willing to give up part of
my bonus in exchange for a matching TSP during my re-enlistment commitment.

1 2 3 4 5

32. Personnel in critical rates should be offered a matching TSP, while personnel in
noncritical rates should receive the norma non-matching TSP.

1 2 3 4 5

33. The best source of information | have found concerning TSP is (circle one):
ad The Command Financial Specialist
b) TSP handouts, literature, posters
c) Knowledgeable co-worker or “shop expert”
d) TSP website (www.tsp.gov)
e) Genera Military Training (GMT)

34. Please provide comments on any additional factors that you feel are relevant
concerning the new military TSP.

35. Please provide comments on any additional factors that you feel are relevant to this
guestionnaire.

Thank you for your participation in thissurvey. Pleasereturn the packet tothe
administrator.
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APPENDI X B — WRI TTEN RESPONSES TO QUESTI ONNAI RE

The followng witten coments were nmade to question
#34 and question #35 on the questionnaire. The conments
provided are in a mlitary group rank order (junior to
senior) and arranged by age (youngest to ol dest) within
each group ranking.
Seventy-two nenbers out of 189 (38 percent) responded with
coments to question #34. Spelling corrections were nade
for editing purposes only.

Question #34. Please provide comments on any additional
factors that you feel are relevant concerning the new
mlitary TSP

E-1
No responses from personnel in the E1 paygrade to this
guesti on.

E-2

19 year-old E-2 — For soneone who doesn’'t plan to stay in
t he Navy/service for 20-30 years the TSP would not be a
good choi ce because who knows what the future will bring
after a termof service.

19 year-old EE2 — | would like to |learn nore about this so
| can start saving for ny future.

19 year-old EE2 — | don't really know that nuch about it.

20 year-old E-2 — Conmands shoul d provide nore info on TSP
and there should be matching TSP all the way around.

21 year-old E-2 — | haven't heard anything about this yet.
Pl ease | et ne know about it.

22 year-old EE2 — I'"msorry if it seens like | just went

down the questions and circled 3 but I don’t know what TSP
i s.
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19 year-old EE3 — | have no clue what TSP is.

21 year-old EE3 — My command has not given nme any training
on t hese.

E- 3

No responses from personnel in the E3 paygrade to this
guesti on.

E-4

21 year-old EE4 — Provide extra information to mlitary
personnel who aren’'t sure if they're staying in the
mlitary or personal reasons.

21 year-old EE4 — | don’'t a have clue about it. Al | know
isit’s like a 401k and I don’t know what that is either.

21 year-old E-4 — | do not have a strong enough know edge
on the subject to conment.

22 year-old E£4 — It should be clearly and effectively
di scussed and inplenented to all personnel.

22 year-old E4 — Do not know very nuch about the issue but
| tried.

22 year-old E4 — TSP nmakes no difference to ne because |
amgetting out.

24 year-old E4 — More brochures and nore infornmation.

26 year-old E4
hear - say.

I don’t have nmuch know edge of it, just
27 year-old E4 — | think this is a good benefit for people
on active duty but not for reservists.

29 year-old E-4 — Have none — no infornmation.

31 year-old E4 — TSP is going to be nore effective if the
government will match nmy contribution.
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E-5

22 year-old E5 — | don’t know nmuch about TSP.

23 year-old E5 — If a contribution matching program were
in effect, the incentive to remain w the mlitary may be
greater.

24 year-old E5 — There is little to no training on TSP.

24 year-old EE5 — It would be great if it match what you
send to the.

25 year-old EE5 — | don’t know too nmuch about it.

26 year-old E5 — Don’t have any at this tine. Really
don’t have nmuch information or know what TSP is?

27 year-old E-5 — Mre general know edge provided.
Possi bly a workshop of sort.

27 year-old EE5 — It needs to be a matching TSP.
27 year-old E5 — MATCH PAY!

| have never heard of the TSP.

28 year-old E5
28 year-old E-5 — TSP shoul d’ ve been introduced years ago.

32 year-old EE5 — Match one for one. Explain investnent
hol di ngs | arge cap, small cap., and who are the nmjor
hol di ngs ex. CGE, G sco...

32 year-old EE5 — Sorry | could not be nore helpful, | fee
that it is too late for nme, seeing that | have al nost 14
yrs in.

45 year-old E5 — I amnot well inforned about TSP.

E- 6

28 year-old E-6 — Need to have a matching TSP.

31 year-old E-6 — Matching contribution should be avail abl e
for all rates/ranks in the Navy (mlitary) to increase
parity with the civilian sector
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33 year-old E-6 — Too late in the gane for ne.

34 year-old E-6 — | plan to participate but feel that
mat chi ng contributions would nake it nore of an advant age.

35 year-old EE6 — Where was this 16 years ago?

37 year-old E6 — It is a good benefit for people with nore
tinme left to serve in the mlitary than nyself.

37 year-old EE6 — Not enough tine left on active service to
benefit and I will be self- enployed AFTER the Navy.

38 year-old EE6 — Don’t have enough time left till
retirement to make it worth starting.

41 year-old E6 — Good savings for retirenent.

42 year-old E6 — Non critical ratings should have a
mat ched portion like the critical rates do.

E-7

32 year-old E7 — Wiy just now?
33 year-old EE7 — Geat program

35 year-old E7 — | don't like the idea that it stops when
| retire. If | retire at ny 20-year mark | can invest for
4 years. This noney can go in ny Roth |IRA

41 year-old E-7 — Pushed it up nore for new sail ors.

41 year-old E7 — TSP has major nmanagerial problens as per
PSD.

E- 8

No responses from personnel in the E-8 paygrade to this
guesti on.

E-9
38 year-old E-9 - |If the governnment matched funds upon
reaching tenure status as civilian conpanies do — it
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definitely would be an “eye-catcher” to prospective
enl i st ees.
0-1/ 0-2

23 year-old O1 — | have a Roth IRA and do not want to do
bot h.

23 year-old 0-1 — W should use a Student Guess Lecture
(SA.) to discuss these issues in the lay terns.

24 year-old 0-2 — | amwaiting for raise at 3 years before
starting.
25 year-old 0-2 — If you want to nake a real difference for

mlitary nenbers and their famlies, match the funds.

25 year-old 0-2 — Don’t really know too nmuch about it, just
what |’ ve been presented through the squadron.

26 year-old 0-2 — Matching funds are the answer!

34 year-old O2E — If they nmatched (at |east a portion)
nore people would partici pate.

0-3

29 year-old O3 — There is little to no training
information on finance/savings in general nuch |ess on TSP.

30 year-old O3 — Not enough information pushed (vice
pul | ed) to service nenbers.

32 year-old O3 — TSP is good for people who don’'t save.
But lets match contributions. | think we should structure
the mlitary retirenment along a 401(k) line. Ex. Gve ne
35%to 40% @20 years but match nme with the | aw al | owed
[imt for 401(k)’s (6-7% and nmake sailors vest 1 yr- 20%
to 5 yr — 100% or sonething like that. TSP is a good start
but we have roomto grow. Call me XXX- XXX- XXXX

32 year-old 0-3 — Allow for penalty free deductions for
education and 1°' time home purchase.

37 year-old 0-3 — Good program about tinme we were nade
eligible for it. Not nearly enough training on it to nake
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an infornmed decision. There's no way the governnment coul d
afford to provide matching funds.

36 year-old 0-3E — All funds should be matched equally.
Critical NEC s already receive incentives, not fair to
t hose who contri bute!

39 year-old 0-3E — Wsh (we) had TSP when | joined 20 years
ago.
0-4

34 year-old 0-4 — No information concerning prospectus,
stocks sel ected, etc. too general.

34 year-old 0-4 — Current return rates on ny investnents
out wei gh benefits of TSP. An analysis of long-termdid not
indicate a relative advantage for TSP until age 69.

41 year-old 0-4 — Believe it or not, | only just heard
about TSP from a co-worker and amvery interested in
getting nore details.

41 year-old 0-4 — They have not done a good job selling
this program Matching woul d increase participation.

42 year-old 0-4 — Received nost information from
classmate’ s presentations. Therefore, | have answered from
menory and nmay be inaccurate (see age).

0-5

40 year-old 0-5 — Good idea, but so late in ny career to be
of great value. Should be good for new guys.

44 year-old 0-5 — Don’t know enough about it.

The following witten coments were nade to question

#35 on the questionnaire. The comments provided are in
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mlitary rank order (junior to senior) and arranged by age
(youngest to oldest) within each rank. Twenty-four nenbers
out of 189 (12.7 percent) responded with comments to
guestion #35. Spelling corrections were nade for editing

pur poses only.

Question #35 - Pl ease provide coments on any additional
factors that you feel are relevant to this questionnaire.

E-1

No responses from personnel in the E1 paygrade to this
guesti on.

E-2

No responses from personnel in the E2 paygrade to this
guesti on.

E-3
19 year-old EE3 - | have no clue what TSP is.
21 year-old E3 — | do not know or have any clue what this

is. Contact my conmand about this please cause | haven't a
cl ue about this program

E-4

21 year-old E4 — You should wite the definition or what
t he acronyns stand for you know in parenthesis right next
toit.

22 year-old E-4 — Instead of offering savings plans the
Navy shoul d use the noney to pay everyone nore.

22 year-old EE4 — More informati on on the various sources.

27 year-old E4 — | wish they had this programwhen | was
active, | mght consider staying in.
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E-5

26 year-old EE5 — Need nore information about TSP.

26 year-old E5 — | do not have current know edge of the
TSP. This isn't a reflection of my current conmand.
However, | do plan on asking questions about the TSP.

28 year-old E5 — Tell sone people about the TSP.
35 year-old E-5 — What ot her option we have?

E-6
33 year-old EE6 — Mlitary pay under E-6 is not feasible to
support fam |y and support separate funds.

35 year-old EE6 — This is a great programfor the nore
seni or personnel the E-5s and bel ow cannot afford to put
noney aside they sinply don't make enough. Also a |large
popul ous of senior personnel with 4 or less years to retire
wi Il probably not enroll because TSP quits when they do.

It should continue after retirement no matter the next

enpl oyer.

37 year-old Ec6 — It is an ol der programthat should have
been advertised when | was earlier in ny career.

37 year-old EE6 — | do wish it was avail able 17 years ago.

E-7

No responses from personnel in the E7 paygrade to this
guesti on.

E- 8

No responses from personnel in the E 8 paygrade to this
guesti on.

E-9

No responses from personnel in the E9 paygrade to this
guesti on.
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0-1

23 year-old 0-1 - | cannot afford as an O1 to do both
|RA/TSP. | feel | benefit by the IRA nore.

0-2

26 year-old 0-2 — | haven't | ooked at retirenent plans so |
don’t know a lot about it. Al | know about TSP is what

was presented at GWI.
28 year-old 0-2 — Don’t know what non-deductible IRA is...
34 year-old 0-2E — 59 Y% is too old to draw out.

0-3
27 year-old 0-3 — If the pension plan renmai ned and mat ching
TSP funds were provided, this would be a real incentive.

29 year-old O3 — Should have “NN A’ or/and “don’t know’
rat her than 3.

37 year-old 0-3 — I don’t know enough about the different
types of IRA's to answer those intelligently, only “Roth”
vs “Traditional.”

36 year-old O 3E — There should be nore information on the
subj ect. Command Fi nanci al Specialist isn't always the
best vehicle for information.

0- 4

34 year-old 0-4 — Wiy woul d you have a non-deducti bl e/ non
Rot h | RA?

0-5

44 year-old 0-5 — If you get into matching contri buti ons,
t he governnent is now providing noney for two retirenent
plans. In peaceful tinmes, this could be an excuse to cut

regul ar retirement benefits.
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Appendix C-1 Variable Input Analysis for TSP/Roth Comparison

Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

Data category #1 #2 #3 #4 #5 #6
Monthly contribution amount $ 100 $ 100 $100 $ 200 $ 300 $100
Age when contributions start 20 20 20 30 30 20
Age when contributions stop 40 40 60 40 60 40
Age when withdrawals begin 60 60 60 60 60 60
Assumed yearly return
10% 10% 10% 10% 10% 10%

Age when withdrawals are
stopped 95 80 80 80 80 70
Annual withdrawal amounts
at retirement $34,556 | $38,660| $47,860| $20,859| $51,321| $51,480
Tax rate (before retirement) 15% 15% 15% 15% 15% 15%
Tax rate (after retirement) 28% 28% 28% 28% 28% 28%
Value of TSP (after taxed
withdrawal) $151 $ 295 $ 150 $23 $ 204 $82
Value of Roth IRA (No tax at | $2,053,09
withdrawal) 7 | $491,681 | $608,505 | $265,171 | $652,545 | $189,542
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Appendix C-2 Variable Input Analysis for TSP/Roth Comparison

Scenario Scenari | Scenari | Scenari | Scenari | Scenario
Data category #1 0 #2 0 #3 o #4 o #5 #6

Monthly contribution amount $ 100 $ 100 $ 100 $ 200 $ 300 $ 100

Age when contributions start 20 20 20 30 30 20

Age when contributions stop 40 40 60 40 60 40

Age when withdrawals begin 60 60 60 60 60 60

Assumed yearly return 10% 10% 10% 10% 10% 10%

Age when withdrawals are

stopped 95 80 80 80 80 70

Annual withdrawal amounts

at retirement $40,795| $45,643 | $56,503 | $24,625| $60,589| $60,778

Tax rate (before retirement) 15% 15% 15% 15% 15% 15%

Tax rate (after retirement) 15% 15% 15% 15% 15% 15%

Value of TSP (after taxed

withdrawal) $ 258.00 $ 28 $16 $ 40 $62 $10

Value of Roth IRA (No tax at

withdrawal) $219 $24 $14 $34 $53 $9
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Appendix C-3 Variable Input Analysis for TSP/Roth Comparison

Scenario Scenario | Scenario | Scenario | Scenario | Scenario
Data category #1 #2 #3 #4 #5 #6

Monthly contribution

amount $ 100 $100 $100 $ 200 $ 300 $ 100

Age when contributions

start 20 20 20 30 30 20

Age when contributions

stop 40 40 60 40 60 40

Age when withdrawals

begin 60 60 60 60 60 60

Assumed yearly return 10% 10% 10% 10% 10% 10%

Age when withdrawals are

stopped 95 80 80 80 80 70

Annual withdrawal

amounts at retirement $ 34,550 $38,660 | $47,860| $20,855| $51,320| $51,480

Tax rate (before

retirement) 28% 28% 28% 28% 28% 28%

Tax rate (after retirement) 15% 15% 15% 15% 15% 15%

Value of TSP (after taxed $ $ $

withdrawal) 2,417,731 | $578,449| $715,888 | 312,297 | 767,783| $222,990

Value of Roth IRA (No tax

at withdrawal) $ 2,083 $212 $108 $ 298 $217 $ 60
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Variable Input Analysis for TSP/Roth Comparison

Appendix C-4

Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

Data category #1 #2 #3 #4 #5 #6

Monthly contribution
amount $ 100 $ 100 $ 100 $ 200 $ 300 $ 100
Age when contributions
start 20 20 20 30 30 20
Age when contributions
stop 40 40 60 40 60 40
Age when withdrawals
begin 60 60 60 60 60 60
Assumed yearly return 10% 10% 10% 10% 10% 10%
Age when withdrawals
are stopped 95 80 80 80 80 70
Annual withdrawal
amounts at retirement $34550 | $38,660| $47,860| $20,855| $51,320| $51,480
Tax rate (before
retirement) 28% 28% 28% 28% 28% 28%
Tax rate (after
retirement) 28% 28% 28% 28% 28% 28%
Value of TSP (after taxed
withdrawal) $2,893 $ 295 $ 150 $414 $ 301 $82
Value of Roth IRA (No
tax at withdrawal) $ 2,083 $212 $108 $ 298 $217 $59
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